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Power Financial Corporation holds substantial interests in the 


financial services industry in Canada and the United States. 


Its European affiliate also holds interests in leading companies in 


the communications, industrial, energy, utility and food sectors. 


Winspear Business Reference Reom 
University of Alberta ——- 

1-18 Business Building 

Edmonton, Alberta T6G 2R6 


The year 1998 was one of continued growth for the Power Financial 
group of companies. Operating earnings of Power Financial and of 


its North American subsidiaries achieved record levels, while 


significant improvements were achieved at its European affiliate. 


With the acquisition late in 1997 of London Insurance Group, 


Great-West Lifeco now has a substantially stronger NorthAmerican 
operation. London Life’s leadership in the individual insurance 
business complements Great-West Life’s leading group insurance | 
business in Canada, and significant expense synergies are being | 
achieved among Great-West Life, London Life and Investors Group. | 
At the same time, both Great-West Life & Annuity in the United 
States and Investors Group in Canada also produced solid growth. | 
Assets administered by Power Financial group companies in North 


America now exceed $122 billion. 


The strategic reorganization of the European holdings of the Pargesa 
group continued in 1998, with the disposition of certain holdingsand 
the strengthening of key affiliates. Late in 1998, and early in 1999, | 
two new major transactions have been initiated: in the oil and gas 
sector, the group will be the largest shareholder of the new entity 
Total Fina resulting from the combining of PetroFina and Total, 
and Imétal has made an offer, subject to regulatory approvals, worth 


$1.9 billion to acquire English China Clays ple to strengthen its 


presence in specialty minerals. 


POWER FINANCIAL CORPORATION 
FINANCIAL HIGHLIGHTS 


December 31 (in millions of dollars, except per share amounts) 


Total revenue 

Net earnings 

Operating earnings per common share 
Earnings per common share 
Dividends per common share 

Total assets 

Shareholders’ equity 

Book value per common share 
Shares outstanding (in millions) 


1998 


14,767 
678 
Lot 
rene 
0.50 
598,033 
Avlt2 
10.45 
346.6 


PROFILE 
Power Financial Corporation has significant interests in the following companies: 


Great-West Lifeco Inc. _ holds a 99.6-per-cent interest in The Great-West Life 
Assurance Company, which in turn holds a 100-per-cent interest in Great-West Life & Annuity 
Insurance Company. Great-West also holds a 100-per-cent interest in London Insurance Group Inc., 
which in turn owns a 98.2-per-cent interest in London Life Insurance Company. Total assets under 
administration of Lifeco and its operating subsidiaries exceed $83 billion. 


Great-West Life & Annuity Insurance Company operates 
in the United States of America, where it is a leader in providing employee benefits for 
small- to mid-sized businesses and in meeting the retirement savings needs of employees in the 
public/non-profit sector. 


The Great-West Life Assurance Company is the leading Canadian 
life and health insurance company in market share. It is a leading provider of group insurance and 
disability insurance products and offers Canadians a broad selection of insurance and retirement 
savings and income products, including a range of investment funds. 


London Life Insurance Company is the leader in the individual life 
insurance market in Canada and operates internationally through its subsidiaries London Reinsurance 
Group Inc. and London Life International Corporation. 


Investors Group Inc. __ isa leading provider of personal financial planning services 
and related products in Canada with a dedicated sales force of 3,774 representatives serving more 
than one million clients. It is Canada’s largest sponsor and distributor of mutual funds, as well as a 
significant provider of a wide range of mortgage and insurance products. 


The Pargesa group holds significant positions in a selected number of large companies 
based in France, Belgium, Luxembourg, and Switzerland. These companies operate in strategic 
industries including broadcasting, utilities, specialty minerals and energy. 
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Above percentages denote participating equity interest in principal subsidiaries and affiliated company as at December 31, 1998. 
(1) 65% direct and indirect voting interest. 
(2) 61.2% voting interest. 


DIRECTORS’ REPORT TO SHAREHOLDERS 


PAUL DESMARATS, JR. ROBERT GRATTON 
Chairman of the Board, President and Chief 
Power Financial Corporation Executive Officer, 


Power Financial Corporation 


The year 1998 was a year of continued growth for Power Financial Corporation. Operating earnings, 
assets administered and corporate assets all increased substantially. % Power Financial’s share 
of operating earnings from its subsidiaries and affiliate increased to $514 million, from $418 million 
in 1997, reflecting substantial improvements in the earnings of Great-West Lifeco Inc. and Investors 
Group Inc. Other operating items, which include income from investments, operating expenses, 
interest expenses and income taxes, brought the total operating results to $505 million, or $1.37 per 
share, from $404 million, or $1.12 per share in 1997. %* Other income of a non-recurring nature 
was $178 million in 1998, or $0.50 per share, as against $199 million, or $0.58 per share in the 
previous year. Net capital gains realized during the year by the Pargesa group, as a result of the sale 
of its interests in Belgian insurer Royale Belge and other assets, exceeded those recorded in the 
previous year. The 1997 figure also included $100 million related to the acquisition of London 
Insurance Group Inc. by Great-West. % Power Financial's consolidated net earnings amounted 


to $678 million, or $1.87 per share for the year, as against $603 million, or $1.70 per share in the 
prior year. 


Share Subdivision 


On June 29, 1998, Power Financial's common shareholders approved a subdivision of its common 
Shares on a two-for-one basis. The subdivision took effect on July 9 and increased the number of 
common shares then outstanding from 173,171,526 to 346,343,052. The per share figures contained 
in this report have been adjusted to reflect the effects of this share subdivision. % Share subdivisions 


also occurred at Great-West Lifeco Inc. and Investors Group Inc., and per share figures have been 
adjusted accordingly. 


Dividends 


The dividend payable on Power Financial's common shares increased again during the year. At the end 
of 1998, the quarterly dividend rate was 13.75 cents per share, compared with 11.25 cents at the end 
of 1997. Total dividends declared on common shares amounted to 50 cents per share in 1998, 
compared with 44 cents per share in 1997, representing an increase of 13.6 percent. ** Dividends 
paid by the Corporation's subsidiaries and affiliate also increased during 1998. At Lifeco, the 
quarterly common share dividend was 11.5 cents per share at the end of 1998, compared with 
9.5 cents per share at the end of 1997. At Investors Group, the quarterly dividend increased from 
8.5 cents per share to 10.5 cents per share during the year. Pargesa Holding S.A. increased its 
annual dividend from SF71 to SF72 per bearer share during 1998. 


North America 


Great-West Lifeco again made the largest contribution to Power Financial's profitability in 1998. Lifeco’s 
net income was $473 million, compared with $345 million in 1997, excluding the special integration 
charge made in the fourth quarter of 1997 in connection with the London Insurance Group 
acquisition. ** Great-West Lifeco’s subsidiary, The Great-West Life Assurance Company, has 
reported that net income for 1998 reflects significant increases for both Canadian and United States 
operations, compared with 1997. Canadian operations include the results of London Insurance 
Group, as well as related charges for goodwill amortization and financing costs associated with its 
acquisition, for a full year in 1998 and from November 14 to December 31 in 1997. % Investors 
Group reported net income of $188 million, as against $148 million in 1997. This is the seventh 
consecutive year that earnings have grown by at least 15 per cent. Assets under management grew 
by 11.3 per cent to $37.9 billion, the result of investment growth and new sales. Net mutual fund sales 
at $2.9 billion were the second highest level in the history of the corporation. Investors Group’s 
redemption rates remained among the lowest in the industry. 


Europe 


In 1998, Pargesa Holding S.A. recorded a slight decrease in its operating income, although its 
operating affiliates reported improved recurrent results over 1997. Over the last few years, the 
Pargesa group has undertaken significant strategic initiatives aimed at focusing on a limited number 
of large companies well positioned in their respective markets, and strengthening its overall financial 
situation. As a result, several assets have been sold including, for example, all its affiliates in the 
banking and financial services industries, while economic interests in others have been increased. 
In addition, strategic alliances have been forged (CLI-UFA in 1997), one new strategic investment has 
been made (Suez Lyonnaise des Faux) and cash resources have been significantly increased. As a 
consequence, substantial capital gains of SF1.3 billion have been recorded in the last three years 
(SF677 million in 1998, SF556 million in 1997, SF109 million in 1996). Pargesa’s 1998 net operating 
income begins to reflect the accounting impact of the restructuring of its portfolio, now mainly 
focused on four companies. In the case of one of these (two in 1999), Pargesa now accounts only for 
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POWER FINANCIAL CORPORATION 


Left: Annualized dividend at year-end” (in cents per share) 
Right: Earnings per share (in dollars) Including $0.50 of Other income net, in 1998 ($0.58 in 1997) 


(1) Gives effect to the subdivision of the Corporation's common shares effective July 9, 1998. = Other income, net 


dividends, whereas previously it accounted on an equity basis for the companies which have been 
sold. #* Expressed in Canadian dollars and reflecting the effect of the strengthening of the Swiss 
franc in 1998, Power Financial’s share of net operating earnings of its European affiliate was 
$46 million in 1998, compared with $43 million in 1997. Power Financial recorded additional income 
of $174 million in connection with the sale of investments, primarily from the sale of Royale-Vendéme 
and securities of ING, compared with $113 million in 1997. Thus, net contribution from Europe to Power 
Financial's earnings was $220 million in 1998, compared with $156 million in 1997. 


Group Developments 


1998 was again an eventful year with major transactions in Europe and North America being entered 
into or completed. These developments, we are confident, will further strengthen the group and 
increase its value over time. % Parfinance S.A., the group’s French investment vehicle, sold its 
interests in Paribas and AXA-UAP (AXA) during the first quarter of 1998 for gross proceeds of 
$710 million. Following these transactions, Parfinance’s assets consisted primarily of a controlling 
interest in Imétal S.A., and cash. In June 1998, Parfinance paid a total dividend of $620 million. Pargesa 
and its affiliate Groupe Bruxelles Lambert S.A. (GBL), which held 47.5 per cent and 40.7 per cent 
respectively in Parfinance, received their share of the proceeds. Subsequent to this distribution, 
Parfinance was merged into Imétal, thus providing Imétal with $250 million of cash. As a result of this 
transaction, Pargesa and GBL now hold the group’s controlling interest in Imétal directly and 
jointly. % In May 1998, GBL sold to AXA its 25.1-per-cent interest in Royale-Vendéme, the 


intermediate holding company through which GBL and AXA held a controlling interest in Belgian insurer 
Royale Belge S.A. GBL received cash and AXA securities which have since been sold. Total proceeds 
from the sale of Royale-Vendéme totalled $1.2 billion. Pursuant to this transaction, GBL purchased 
9.8 per cent of its own shares from AXA for $600 million. These shares were used to cover the 
exercise of GBL warrants maturing in 1998, as well as a $410 million convertible bond issued by GBL 
inJune. % In June 1998, GBL increased its interest in Electrafina S.A. by purchasing an additional 
24.4 per cent of the share capital from Vivendi, for cash consideration of $1.7 billion. As at the end 
of 1998, GBL held a 76.8-per-cent interest in Electrafina, which is the holding company that holds 
the group’s investments in Suez Lyonnaise des Eaux, PetroFina and CLT-UFA. % In July 1998, 
Great-West Lifeco’s U.S. subsidiary, Great-West Life & Annuity Insurance Company, acquired Anthem 
Health & Life Insurance Company (AH&L). The AH&L acquisition provided Great-West Life & Annuity 
with an additional $1.5 billion of health and life insurance premium and self-funded premium 
equivalents and approximately 450,000 additional medical members. It represented a 25-per-cent 
increase in the U.S. company’s group life and health business. # In 1998, Investors Group acquired 
the mutual fund investment management operations of London Life Insurance Company. London 
Fund Management Ltd. sold its fund management activities to a new subsidiary of Investors Group 
named MAXXUM Fund Management Inc. The acquisition represents an extension of the strategic 
relationship formed by Investors Group, London Life and Great-West Life, to enhance the capability 
of each organization to distribute products and services effectively and to ensure the competitiveness 
of their sales representatives. %* In December 1998, five shareholders in PetroFina, including 
Electrafina S.A., announced their intention to tender all their PetroFina shares, representing 41 per 
cent of the share capital, to the French petroleum company Total for new Total shares in order to create 
the Total Fina group, which would become the third largest integrated petroleum concern in Europe 
and the fifth largest in the world. On January 14, 1999, Total shareholders approved this transaction 
as well as the principle of a public exchange offer on the remaining PetroFina shares. The overall 
transaction is expected to be completed in the second quarter of 1999. Electrafina would become the 
largest shareholder of Total Fina, with a 6.8-per-cent interest. %* During the course of 1998, 
Groupe Bruxelles Lambert also sold its holding of shares of ING, a Dutch financial services group, which 
it had received following the sale to ING of Banque Bruxelles Lambert in December 1997. The ING 
shares were sold for proceeds of $1.3 billion. Also during the year, Groupe Bruxelles Lambert disposed 
of several other holdings; namely, Groupe Jean Dupuis, Bernheim Comofi, Transcor, Distripar, 
Dewaay, Fibelpar, Havas and Banque Artesia for total proceeds of $910 million. % In January 
1999, Pargesa subsidiary Imétal S.A. launched a takeover bid for English China Clays plc (EGC), listed 
on the London Stock Exchange, valuing the company at $1.9 billion. The Board of Directors of ECC 
has recommended the acceptance of the offer to its shareholders. This acquisition, subject to 
regulatory approvals, would allow Imétal to become a world leader in the white pigment sector, 
producing and marketing kaolin and calcium carbonate used in the pulp and paper, chemical and 
ceramics industries. 


Corporate Finance 


Pursuant to an agreement with its parent company, Power Corporation of Canada, and with regulatory 
approval, Power Financial purchased for cancellation on January 5, 1998 the 1,280,273 First 
Preferred Shares 1969 Series of Power Financial held by Power Corporation, at a price of $23.30 per 
share. Subsequent to this transaction, on February 2, 1998, Power Financial redeemed the 6,879 First 
Preferred Shares 1969 Series outstanding held by holders other than Power Corporation at a price 
of $25.00 per share. These transactions retired the entire First Preferred Shares 1969 Series. 


Outlook 


In summary, the past year was one of continued superior returns for Power Financial Corporation. 
Looking forward, your Directors believe that the Power Financial group has established a strong 
foundation for future growth. ® In Canada, the financial services sector remains one of the most 
dynamic, holding great opportunity for the years ahead. The Power Financial group has built the 
country’s largest life and health insurance operation combining the strengths of Great-West Life 
and London Life. Investors Group is the country’s largest sponsor and distributor of mutual funds. 
The sales forces of these companies comprise a unique and very effective system for delivering 
financial products and services to Canadians with advice and with attention to the needs of their 
clientele. % In the United States, Great-West Life & Annuity continues to adapt effectively to an 
evolving and competitive market place for its services. The company maintains a tight focus on its target 
markets and is well positioned to grow as employers seek to provide quality employee benefits 
efficiently and in a cost-effective manner. %* In both countries, Power Financial's operating 
companies participate in the policy-making process both directly and through industry associations 
to protect the substantial investment in their franchises from regulatory erosion and to strive for level 
playing fields. %* In Kurope, the Pargesa group is now focusing on a limited number of large 
companies well positioned in their respective markets to participate in European growth. #* Your 
Directors wish to express their appreciation to the officers, employees and representatives of the 
companies in the Power Financial group for their contribution to the continued progress of the 
Corporation during this very significant year. 


On behalf of the Board, 
— 
Paul Desmarais, Jr. Robert Gratton 
Chairman President and Chief Executive Officer 


April 9, 1999 
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President and Chief Executive Officer, Great-West Lifeco Inc. 


Great-West Lifeco Inc. (Lifeco) is a financial services holding company with interests in the life 
insurance, health insurance, retirement savings, specialty reinsurance and general insurance 
business, primarily in Canada and the United States. %* Lifeco holds a 99.6-per-cent voting interest 
in The Great-West Life Assurance Company (Great-West). % In Canada, Great-West and its sub- 
sidiary, London Life Insurance Company (London Life), have the leading market share, as measured 
by sales, in all major business lines — individual insurance, disability insurance, segregated funds and 
croup insurance. % In the U.S., Great-West’s wholly owned subsidiary, Great-West Life & Annuity 
Insurance Company (GWL&A), ranks among the top private health insurance carriers and is a 
national leader in the deferred compensation market. *f Great-West continues to hold superior 
ratings from six rating agencies, including the Dominion Bond Rating Service and Duff & Phelps 
Corporation for claims-paying ability; Standard & Poor's Corporation for insurer financial strength, 
A.M. Best Company for financial condition and operating performance; the Canadian Bond Rating 
Service for investment strength; and Moody’s Investors Service for insurance financial strength. 


Developments in 199 8 


For several years, Lifeco’s subsidiaries have pursued a strategy of managed growth. In 1998, GWL&A 
acquired Anthem Health & Life Insurance Company in the United States. The acquisition is a good 
strategic fit, accelerating GWL&A’s growth in highly attractive segments of the employer markets, 
increasing membership in key areas and helping the company offer its employee benefit products to 


more organizations. In 1998, GWL&A was one of the few major health insurers to meet financial 
performance expectations in a market that saw several large carriers experience large losses or exit 
the market entirely. # In 1998, the first full year following the acquisition of London Insurance Group 
Inc. (LIG), integration of Great-West’s operations with those of London Life saw direct expenses 
decline by $75 million, on track with its target expense synergy of $150 million over the first two years. 
In addition, Great-West expects to realize significant productivity and revenue gains from marketing 
and administrative alliances among Great-West, London Life and Investors Group Inc. The acquisi- 
tion also enhanced Lifeco’s geographically balanced earnings base, with 59 per cent of earnings 
during the year generated by Lifeco’s United States operations and the balance from Canadian oper- 
ations. # Great-West has historically enjoyed a strong capital position, as reflected by the company’s 
Minimum Continuing Capital and Surplus Requirements (MCCSk) ratio. Being well capitalized has 
allowed the company to move quickly when market opportunities arise. Just over 12 months following 
the acquisition of LIG, healthy operating earnings combined with in-year capital activity have allowed 
Great-West to restore its MCCSR ratio to its very strong pre-acquisition levels. At 15.4 per cent, the 
company’s return on common shareholders’ equity remains a solid return in the financial services indus- 
try. = By all measures, 1998 was a year of strong growth for Lifeco. Earnings for common share- 
holders grew by 20 per cent to $1.17 a share, driven by significant increases in Lifeco’s Canadian and 
United States subsidiaries. Premium income grew 61 per cent in 1998 to nearly $20 billion. Total assets 
under administration now exceed $83 billion, an increase of 11 per cent over 1997. 
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GREAT-WEST=—UNTTED STATES 


WILLIAM T. McCALLUM 


President and Chief Executive Officer, Great-West — United States 


Great-West Life & Annuity (GWL&A), a wholly owned subsidiary of Great-West, is domiciled in the state 
of Colorado. GWL&Ass strengths lie in a tight focus on three target markets: the employee benefits 
market for small- to mid-sized corporate employers; the defined contribution retirement market with 
special emphasis on Public/Non-Profit (P/NP) entities; and the private sector institutional market for 
individual financial security products. @ Overall, net income from United States operations of 
Great-West in 1998 was $264 million, up from $210 million in 1997. Net income attributable to 
common shareholders was $256 million in 1998, compared with $200 million in 1997. GWL&A is 
organized around three business units: Employee Benefits, Financial Services and Investments. 


Employee Benefits 


The Employee Benefits Division provides more than 11,300 employers across the United States 
with an integrated package of products and services, including group life and disability insurance, 
managed care programs, 401(k) savings plans and flexible spending accounts. The Division 
distributes its products and services through GWL&A, New England Financial, and Anthem Health & 
Life Insurance Company (AH&L) field sales staff located in 80 sales offices throughout 
the U.S. & The acquisition of AH&L in 1998 was a good strategic fit for the company, as the 
majority of its customers were in the same target market of small- to mid-sized employers who 
prefer to self-fund their benefit plans. The company has started to integrate the AH&L business to a 
common systems platform with a scheduled completion date of July 1999. Customers are being 
migrated to the One Health Plan network, providing substantial new growth for the company’s 
managed care subsidiary. # During 1998, the Employee Benefits Division experienced significant 
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(1) The 1997 increase includes the effect of the London Insurance Group Inc. acquisition. 


erowth in 401(k) assets under administration, increased sales and improved customer retention in 
eroup life and health, favourable mortality results, and license approval for four Health Maintenance 
Organization (HMO) subsidiaries, for a total of 14 fully operational HMOs. % Overall, the financial 
results for 1998 have improved with 401(k) revenue premium increasing 21 per cent to $2.4 billion. 
Assets under administration in 401(k) plans increased 36 per cent over 1997, to $10.3 billion as the 
result of premium growth and strong equity markets in the United States. Equivalent revenue 
premium income for group life and health increased 43 per cent, a combination of the AH&L 
acquisition and good sales from GWL&A group representatives. Fee and other income increased 
33 per cent to $661 million, driven by life and health sales and strong equity markets. Net income 
increased in 1998 due to favourable mortality and increased variable fee income associated with strong 
401(k) asset growth. # The Employee Benefits Division experienced strong sales growth 
during 1998, as new group medical customers selected GWL&A products, increasing its 
membership by 143,000 individual members, excluding the AH&L acquisition. Much of the 
medical growth can be attributed to the introduction of new HMOs in markets with high sales 
potential, and the company’s ability to offer a choice of managed care products. In addition, the 
number of 401(k) group customers increased by more than 372, increasing the number of individual 
40 1(k) lives by 11 per cent to 477,000. 


Financial Services 


The Financial Services Division operates three distinct but related businesses: 
= The P/NP group provides retirement savings services to employees in the public and non-profit 
sectors. 
= Financial Administrative Services Corporation (FASCorp), a wholly owned subsidiary, provides 
recordkeeping and administrative services for more than 1.3 million defined contribution 
participant accounts. 
= The Individual Markets group provides individual insurance and annuity products serving both 
individual and corporate needs, through a select group of institutional partners. 
During 1998, the Financial Services Division experienced significant growth in participants and 
segregated funds primarily attributable to P/NP business, very good persistency in all lines of 
business, and strong sales of Bank Owned Life Insurance (BOLI). ® The assets of the P/NP 
business, including segregated funds, increased 13 per cent during 1998 to $12.1 billion. Much of the 
growth came from the variable annuity business, which was driven by revenue premium and strong 
investment returns in the equity markets. %* The Division again experienced a very high retention 
rate in P/NP contract renewals in 1998. Part of this customer loyalty comes from initiatives to 
provide high-quality service while controlling expenses. % Customer demand for investment 
diversification continued to be strong during 1998. New contributions to variable business represented 
63 per cent of the total 1998 premiums versus 69 per cent in 1997. The company continues to 
expand the investment products available through its subsidiary mutual fund company, Maxim Series 
Fund, Inc., and partnership arrangements with external fund managers. This array of funds allows 
customers to diversify their investments across a wide range of investment products, including fixed 
income, stock and international equity fund offerings. %* Sales of individual fixed and variable 
non-qualified deferred annuities through Charles Schwab & Co., Inc. totalled $304 million in premium 
in 1998, compared with $331 million in 1997. % Individual life insurance revenue premiums of 
$1.2 billion in 1998 were up 29 per cent from 1997. That includes BOLI revenue premium of 
$639 million, compared with $247 million in 1997. This product provides long-term benefits for 
bank employees. # FASCorp continued to grow in 1998, and now administers records for more than 
1,304,000 participants, an increase from 1,000,000 in 1997. 


Investments 


As at December 31, 1998, approximately 91 per cent of the company’s invested assets were cash, 
bonds, or policy loans. The overall quality of the bond portfolio, the largest single component of the 
company’s invested assets, continues to be high, with virtually 100 per cent of the portfolio rated 
investment grade. % Approximately 45 per cent of the bond portfolio is composed of structured 
assets. This asset category includes both asset-backed and mortgage-backed securities. % The U.S. 
equity portfolio consists primarily of the Denver home office, minimal other real estate, seed money 


in some of the company’s mutual funds and a small number of private equities. # The 29-per- 
cent increase in the S&P 500 Index was among the many reasons that investors in the U.S. continued 
to increase their participation in mutual funds during 1998. In response to this increased consumer 
desire, the company continues to increase its offerings in the variable fund arena and to offer a 
broad selection of mutual and segregated funds. During 1998, such funds administered by the 
company grew to $15.4 billion, compared with $11.2 billion at year-end 1997. Included in the 
December 31, 1998 balance is $8.8 billion of assets in Maxim and Orchard funds, with 30 different 
portfolio offerings. 


Outlook 


In 1999, GWL&A will continue to enhance managed care programs and services, further HMO 
development, seek National Committee for Quality Assurance (NCQA) accreditation, refine quality assur- 
ance programs and introduce member communications directed at health improvements. % The com- 
pany also expects to continue its growth of third-party administration business through its subsidiary 
company, FASCorp. Emphasis will also be placed on developing the institutional insurance and 


annuity markets. In addition, increased emphasis will be placed on improving Internet functionality 
during the upcoming year to improve this service for customers. 
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President and Chief Executive Officer, Great-West — Canada 
and London Life Insurance Company 


The strong market position of Great-West in Canada supports its mission to be the leading advice 
provider of financial security products for Canadians. Together with its subsidiary, London Life, the 
company offers a broad range of financial security products to individuals and groups through a 
variety of distribution channels. % Net income for 1998 was $209 million, compared with $135 mil- 
lion for 1997 before the special integration charge related to the LIG acquisition in 1997. Net income 
attributable to common shareholders was $181 million, up from $114 million for 1997. % The 
positive earnings results were due to a combination of reduced operating expenses as a result of 
significant progress made toward integration of Great-West and London Life operations, strong 
investment results and increased segregated fund fee income, offset by deterioration in group 
morbidity. % Integration activities in 1998 included the establishment of a single individual insur- 
ance and investment products group under a senior management team based at London Life's head 
office, providing London Life and Great-West branded products and services to the respective sales 
forces. The group insurance operations of Great-West and London Life were merged into an integrated 
organization based at Great-West’s head office in Winnipeg, providing Great-West branded products 
and services to the company’s various distribution systems, including London Life’s sales force. The 
scale created by this pooling of resources allows the investment in research, development and 
technology to continue to provide each sales force with products and services at the forefront of 


the industry. 
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GREAT-WEST LIFECO INC. 


Book value per share“ 
(in dollars) 


Group Operations 


Great-West's Group Division provides a wide range of group insurance products to more than 22,000 
employers across Canada. The Group Division has a significant presence in all market segments 
and covers more than 8.0 million Canadians through its products — life and accidental death and 
dismemberment insurance, short- and long-term disability insurance, drug, dentalcare and visioncare 
coverages not provided by Medicare, and employee assistance plans. =@ Great-West’s group 
insurance products are marketed through a number of large distribution channels supported by 
sales and service personnel located in an extensive field office network. In 1998, the group insurance 
operations of London Life and Great-West were merged into an integrated sales and service 
organization, nearly doubling Great-West's sales and service force with the addition of London Life 
group personnel. As a result of the acquisition, London Life’s 2.900 representatives have joined the 
brokers, independent agents, benefit consultants, Investors Group and Great-West representatives 
who sell Great-West group insurance products. & Group sales from all distribution channels 
totalled $166 million, up 14 per cent from 1997. Sales results in the small- to mid-sized markets grew 
in 1998, reflecting the distribution system’s ability to continue delivering industry leading sales 
results while at the same time converting more than 8.100 London Life small group clients to 
Great-West products. New sales opportunities emerged in the large case market. where sales were 
up 33 per cent over 1997. @ Revenue premium, at $2.7 billion, was up 56 per cent in total, signifi- 
cantly expanding Great-West’s leading market share position. The acquisition of the London Life 
group insurance business was the driving force behind the large growth. The strong persistency of 
the London Life group business substantially improved the company’s market position in the 


target market of small- and mid-sized businesses — where revenue premium growth was 91 per 
cent. = The Group Division's expense ratio (expenses over revenue premium) was up in 1998, a 
reflection of the more expense-intensive London Life business and the shift in business growth 
towards the small- and mid-sized clients. Once integration is complete, improvement in the expense 
ratio is projected as expenses are reduced. = In 1998, Great-West enhanced its customer service 
capabilities, introducing new billing and enrollment systems, adding new features to GroupNet™ its 
industry-leading Internet-based administration system, and introducing new software to help clients 
administer flexible benefit plans. 


Individual Insurance & Investment Products 


This new division. established in 1998. provides life and disability insurance products for individual 
customers, as well as accumulation and payout annuity products for both group and individual 
customers. = The combined organization holds the leading market share in Canada for disability 
and life insurance in new sales and revenue premium. and for segregated funds in terms of sales 
and asseis. 

INDIVIDUAL !NSURANCE _ Life insurance products manufactured for London Life are pro- 
prietary to the London Life field force. while the life insurance and disability income products man- 
ufactured for Great-West are sold by Great-West and Investors Group representatives as well as 
independent brokers. Great-West became the exclusive provider of individual disability insurance prod- 
ucts for London Life in April 1998. = During 1998. the Division improved the competitiveness of 
its term life insurance products by reducing premium rates to reflect improved mortality experience. 
It also expanded its Tax and Estate Planning group which comprises accountants and lawyers who assist 
in meeting the needs of representatives and customers in advanced planning situations. Individual 
life insurance sales, as measured by annualized premium. reached $110 million in 1998. Revenue 
premium exceeded $1.5 billion. = Sales of non-cancellable disability insurance increased by 
20 per cent during 1998 in terms of new annualized premium in a market that increased by approx- 
imately 5 per cent. Sales of Great-West’s cancellable product increased 16 per cent over 1997 fora 
total of $2.8 million in new annualized premium. # Great-West’s disability insurance market 
share. in terms of new sales. increased from 26 per cent to approximaiely 30 per cent moving it from 
the second position to the leading position in the Canadian individual disability insurance market. 
RETIREMENT AND INVESTMENT SERVICES (R&IS) This division provides long-term sav- 
ings and investment products for individuals and employer groups. The Division focuses its sales and 
reinvestment activities on segregated funds, which offer the potential for superior investment returns 
for customers and satisfactory profit margins for the company. @ The individual products manu- 
factured for London Life are proprietary to the London Life field force. while the individual products 
manufactured by Great-West are sold by Great-West representatives as well as independent brokers. 
For group retirement business. London Life representatives also have a proprietary product for 
small cases (under $75,000 in premium) but a common product is marketed in the larger employer 
market. = In 1998. the RRSP season was very strong for the investment fund industry and for R&S, 
as a result of increased contributions. low interest rates, and strong investment markets. The com- 


pany continues to benefit from its Discovery asset allocation software which led to below industry lapse 


rates during the volatile investment markets of 1998. Revenue premium income for the full year was 
$9.8 billion, of which 88 per cent was directed toward segregated funds. % During the year, Great- 
West enhanced its agent software to provide “client rate of return” and electronic account manage- 
ment function for RRIF products; and Discovery, its asset allocation program, to provide increased 
client education facilities and specific income-oriented portfolio recommendations. London Life 
added 33 individual segregated funds, and enhanced its Investment Voyager software to assist clients 
with asset allocation. Great-West’s 42 individual segregated funds and London Life's 40 funds include 
both internally and externally managed funds. The expanded fund selection and asset allocation 
software contributed to dramatic growth in segregated funds. 


Investment 


The Investment Division is responsible for managing both Great-West and London Life general funds 
and segregated funds assets. # During 1998, the overall quality of the company’s investment 
portfolios improved. New investment activity was directed to government and corporate bonds 
(55 per cent), and to commercial and residential mortgages (45 per cent). %* As in the previous year, 
bonds accounted for the largest percentage of new investments. During 1998, the bond portfolio 
increased by $1.5 billion to $16.6 billion. Federal, provincial and other government securities 
increased to 46 per cent of the bond portfolio, while corporate bond investments decreased to 04 per 
cent of the bond portfolio. #* The mortgage portfolio is well diversified by location, property type 
and industrial class, and includes both commercial and residential mortgages. The quality of the 
mortgage portfolio improved during 1998. The aggregate amount of non-performing mortgage loans, 
including foreclosed real estate, declined to $78 million, or 0.3 per cent of portfolio investments, at 
the end of 1998. This compares to $101 million a year ago. 


Outlook 


Great-West enters 1999 in a strong competitive position in the group insurance market. The addition 
of London Life’s complementary client and product mix has strengthened the company’s position in 
all markets, but particularly in the target small group market. With an overall combined market 
share approaching 19 per cent, the company leads the industry in new sales to small- and 
mid-sized employers and has the lowest unit cost of any of its major competitors. % For Individual 
Insurance & Investment Products, the London Life and Investors Group distribution channels offer 
considerable potential for disability insurance products, and in 1999 there will be an increased 
focus on further developing these sources of sales. The major focus in 1999 will be to continue 
implementing a systems strategy which will further reduce costs and improve service to 
customers. % The company’s Retirement & Investment Services Division will review industry 
developments regarding maturity and death benefits guarantees for segregated funds and define 
any prudent product changes that should be considered. 
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H. SANFORD RILEY 


President and Chief Executive Officer, Investors Group Inc. 


Investors Group Inc. is a leading provider of personal financial planning services and related products 
in Canada. It is also Canada’s largest sponsor and distributor of mutual funds as well as a significant 
provider of a wide range of mortgage and insurance products. Investors Group began offering mutual 
funds to its clients in 1950, and today it manages over $36 billion in assets. These are invested in 
62 mutual funds which encompass many diverse financial markets. A broad range of other financial 
products and services, including life and health insurance products, mortgages, guaranteed investment 
certificates, annuities and securities brokerage services are also offered as part of the unique 
financial planning approach that Investors Group takes with its clients. %* The key factor in the 
historical success of Investors Group is its dedicated sales force. 3,774 men and women in 100 financial 
planning centres all across Canada deliver Investors services and products to more than 1,000,000 
clients. Investors Group’s representatives provide financial planning advice to assist individuals to 
achieve their long-term financial security. They also maintain levels of personalized service that 
are unmatched in the financial services industry. 
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INVESTOR'S GROUP EN Gs 


Book value per share“ 
(in dollars) 


(1) Gives effect to the subdivision of Investors Group's common shares effective July 13, 1998. 


Financial Performance 


Investors Group’s record setting results for 1998 can be attributed to many of the strategic initiatives 
undertaken over the past several years, as well as the ability of its sales force to deliver strong 
sales and industry low redemption rates. The Canadian mutual fund industry, as a whole, continued 
to experience significant growth in assets under administration which increased by $43.5 billion 
to $326.6 billion, while industry sales declined slightly to $121.6 billion from $128.6 billion 
in 1997. % Investors Group achieved record earnings for the year as net income increased 27.7 per 
cent from $147.5 million to $188.8 million and was the seventh straight year in which earnings 
increased by at least 15 per cent. Earnings benefited from an increase in fee income of 17.9 per cent 
from $725.9 million in 1997 to $855.8 million at year-end and an improving expense ratio which 
declined during the year from 25.2 per cent to 22.7 per cent. Mutual fund net sales were the second 
highest in the company’s history at $2.9 billion. The corporation’s redemption rate (including money 
market funds) remained steady in 1998 at 10 per cent which compared favourably to a rate of 
30 per cent for all other member funds of the Investment Funds Institute of Canada (IFIC). Life 
insurance sales increased by 30.3 per cent from $14.4 million to $18.7 million. The corporation 
has now placed insurance in force of $14.5 billion. During 1998, the corporation assumed the 
servicing of mortgages originated by London Life Insurance Company and now services a portfolio, 
primarily of residential mortgages, in excess of $8.1 billion. During 1998, Investors Group's dividend 
per share increased for the ninth consecutive year, increasing 8 cents to 38 cents. 


Enhancing its Competitive Position 


The financial services sector remains one of the most dynamic in Canada, holding great opportunity 
for the years ahead. The industry is continuing to evolve in response to changing demographics, 
consumer attitudes and new technology and to meet the challenges of deregulation. % Ina market 
place now crowded with many players, Investors Group looks to its traditional strengths to set it apart: 
its financial planning ethic, its emphasis on long-term client relationships, its highly skilled sales force, 
its strong balance sheet and its leadership position within the industry. Investors Group’s strategy 
continues to be to grow its business by building lasting client relationships. It will continue focusing 
its efforts on investments in those areas that build and add value to the relationships that its clients 
have with its representatives and with Investors Group. ®* Central to this is the quality and 
productivity of its team of representatives. In 1998, the Investors Group sales team grew to 3,774 at 
the end of the year, compared with 3,507 at the end of 1997. % One of Investors Group's key 
advantages is the quality and experience of its people with 53 per cent of its representatives having 
four years or more experience in the business. It has made great strides in consolidating and 
enhancing training so that Investors Group’s representatives can keep pace with the increasingly 
complex task of developing individualized financial programs. Investors Group maintains the quality 
of its representatives through a rigorous selection process, followed by extensive training in 
representative schools and ongoing development through the Investors Group Institute, its 
comprehensive in-house continuing education facility. The corporation's representatives are supported 
through state-of-the-art technology and an extensive network of mortgage, insurance, securities, tax 
and advanced financial planning specialists. ** The corporation continued to expand its mutual fund 
product line with the introduction of an additional portfolio fund for the retirement market, 3 new 
Canadian equity funds, one foreign equity fund and the acquisition of 9 Maxxum funds from London 
Life, bringing the total offering of mutual funds to 62 funds managed both by its own team of 
investment specialists and by other leading national and international investment managers. 


Ntrategy: Value in a Competitive Environment 


The past year was marked by volatility in financial markets. After a prolonged bull market, uncertainty 
dominated from June onwards. Canadian equity markets corrected by 31.8 per cent from their 
highest point in April, but by the end of the year, the TSE 300 Gomposite Index had recovered by 
21.6 per cent ending the year with only a slight loss. %* Such volatility is not new. Since Investors 
Group introduced its first mutual fund 48 years ago, there have been 12 occasions on which the 
Canadian equity markets have declined by 15 per cent or more. In that same period, however, 
markets have experienced an overall increase of 2,854 per cent. These corrections served to remind 
investors of the inherent fluctuations common to financial markets, and reinforced the appropriateness 


of Investors Group’s philosophy that a balanced approach to long-term investing is a necessity. 
Investors Group takes great pride in the fact that its representatives have been very successful in 
encouraging their clients to take a long-term view, which success is evidenced by its low redemption 
rate, which at 10 per cent compares favourably with the rate of 30 per cent for all other 
IFIC members. ** Investors Group believes that, for the long term, health and credibility of the 
mutual fund industry, it is imperative that all investors have confidence in the regulatory system which 
eoverns the conduct of their industry. To that end, the corporation supports the newly created 
Mutual Fund Dealers Association of Canada which is charged with establishing and regulating 
appropriate standards for the industry and the protection of the consumer. The corporation believes 
that the industry must do more to demonstrate its commitment to the interests of consumers and 
Investors Group continues to push for the establishment of high professional standards which will apply 
equally to all industry participants. ** Strong growth in the financial services sector and the 
mutual fund industry, in particular, has continued throughout 1998. Some analysts forecast that 
this will continue well into the next decade. This view is supported by positive trends for the industry 
such as the shift to long-term investments brought on by lower interest rates, increasing ease of 
investment, concern over the adequacy of government-sponsored pension plans and changing 
demographics. It is evident that an aging population is, increasingly, turning its attention to saving 
and investing. Investors Group will continue to adapt and evolve to meet the changing needs of its 
business while retaining the core values and traditional strengths that have served it so well. The record 
results of 1998 are indicative that the progress made by Investors Group has laid the foundation for 
a very promising future. 
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THE PARGESA GROUP 


AIMERY LANGLOIS-MEURINNE 


Managing Director, Pargesa Holding S.A., Managing Director, Orior Holding S.A. 
and Chairman of the Supervisory Board, Imétal S.A. 


Power Financial Europe B.V. 


Power Financial Kurope B.V. (PFE), which has its headquarters in Rotterdam, the Netherlands, is a 
wholly owned subsidiary of Power Financial Corporation. Its main investment is a 50-per-cent interest 
in Parjointco N.V. As at December 31, 1998, PFE had cash holdings in excess of $60 million. 


Parjointco N.V. 


Power Financial Corporation and the Frére group of Belgium each holds a 50-per-cent interest in 
Parjointco N.V., a Netherlands-based holding company which is their sole joint Kuropean investment 
vehicle. # Parjointco’s principal holding is a 54.7-per-cent equity interest, representing 61.2 per cent 
of the voting shares, in the share capital of Pargesa Holding S.A. (Pargesa), the Pargesa group's 
parent company, which is based in Geneva, Switzerland. As at December 31, 1998, Parjointco’s 
shareholders’ equity exceeded $2.3 billion. 


The Pargesa Group 


The Pargesa group consists of the affiliated holding companies Groupe Bruxelles Lambert S.A. (GBL) 
of Belgium and Orior Holding S.A. of Switzerland. The group has holdings in major Europe-based 
corporations which it considers to offer potential for superior long-term returns and growth. % Since 
1990, when Power Financial Corporation and the Frére group became controlling shareholders of 
Pargesa, the group has gradually scaled back its investments in the banking and financial sectors and 
sold off non-strategic interests in order to focus on selected holdings, described in the following 
pages. These companies are strategically positioned in their respective markets. % Using the 
cash proceeds generated from this policy and other financings in recent years, the Pargesa group is 
now turning its attention to developing these holdings, simplifying and consolidating its own financial 
structure and seeking new investment opportunities. As at December 31, 1998, cash assets and 
temporary investments, net of short-term debt, held by the group's holding companies totalled 
$3.4 billion. % In keeping with this strategy, the Pargesa group initiated several new important 
transactions in 1998 and early 1999. % In the first quarter of 1998, Parfinance, then the French 
holding company of the Pargesa group, sold its interests in Paribas and AXA for pre-tax gross 
proceeds of $710 million. These transactions left Parfinance with assets consisting for the most 
part of cash and the group’s stake in Imétal. In June 1998, Parfinance, in which Pargesa and GBL held 
an aggregate 88-per-cent equity interest, distributed a total dividend of $620 million before being 
amalgamated with its subsidiary, Imétal. The group’s interests in Imétal, totalling 53.3 per cent of equity, 
are now held jointly and directly by Pargesa and GBL. % In May 1998, GBL sold to AXA its 
25.1-per-cent interest in Royale-Venddme, a holding company through which GBL and AXA jointly held 
a majority interest in the insurance company Royale Belge S.A. The transaction was paid for partly 
in cash and the balance in AXA securities which were sold on the market. The sale of the interest in 
Royale-Vendome ultimately generated total cash proceeds of $1.2 billion. #* As part of this 
transaction, GBL also redeemed 9.8 per cent of its own shares from AXA for $600 million. A portion 
of the redeemed shares was used as security for the issuance of a convertible bond in the amount of 
$410 million, the balance being delivered on the exercise of GBL warrants issued in 1994 and 
maturing in 1998. % In June 1998, GBL increased its interest in Electrafina by purchasing 
the 24.4-per-cent interest held by Vivendi for $1.7 billion. At the end of 1998, GBL held a 76.8-per-cent 
interest in Klectrafina, which holds the group’s interests in Suez Lyonnaise des Eaux, PetroFina 
and Audiofina/CLI-UFA. % On December 1, 1998, five shareholders of PetroFina, including 
Hlectrafina, announced their intention to contribute all of their PetroFina shares, or 41 per cent of 
PetroFina’s share capital, to the French company Total in order to create Total Fina, which would 
become the third largest oil company in Europe and the fifth largest in the world. These contributions 
and the principle of an exchange offer for all PetroFina securities were approved at the January 14, 
1999 Total shareholders’ meeting. This project should be finalized in the second quarter of 1999. 
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Percentages denote cumulative interests in participating equity held by subsidiaries and 
| affiliates of Pargesa Holding at December 31, 1998. Economic interest in 
operating companies is shown in the table on page 74. 
Electrafina holds its interest in CLT-UFA through Audiofina, an intermediate holding company. 


(1) 51. O-per-cent voting rights. 


Assuming that all of PetroFina’s shares are part of the exchange offer, the Pargesa group, 
with 6.8 per cent of the share capital, would be the principal shareholder of the newly formed 
company. ® In 1998, GBL also sold the ING shares received on the sale of Banque Bruxelles 
Lambert in December 1997, along with other interests (Groupe Jean Dupuis, Bernheim Comofi, 
Transcor, Distripar, Dewaay, Fibelpar, Havas and Banque Artesia) for ageregate proceeds of 
$2.2 billion. * In January 1999, Imétal initiated a takeover bid for all shares of English China Clays 
plc (EGC), a company listed on the London Stock Exchange which Imétal valued at $1.9 billion. The 
acquisition would make Imétal a world leader in white pigments, including kaolin and calcium 
carbonate, which are used in the pulp and paper, chemical and ceramics industries. ECC’s board of 
directors recommended its shareholders accept Imétal’s offer, which is awaiting approval by regulatory 
authorities. 


Pargesa Holding SoA 


As at December 31, 1998, Pargesa Holding S.A. had shareholders’ equity of $4.4 billion. Pargesa holds 
an equity interest of 48.9 per cent (51-per-cent voting rights) in GBL, a direct interest in Imétal 
(27.2 per cent at the end of 1998, with 26.1 per cent held by GBL), and the interest in Orior Holding 
5.A. (84.5 per cent at the end of 1998). 


Orior Holding So Awe 


Orior’s main assets consist principally of companies which are market leaders in the food industry. 
As at December 81, 1998, Orior’s shareholders’ equity topped $190 million. % Orior’s food industry 
holdings include the Rapelli group, a major Swiss producer of natural ham and salami; Régina 
and Reider, producers of patés and terrines; and Fredag, a company specializing in 
pre-cooked poultry products. % Stern, a wholly-owned subsidiary of Orior, produces components 
for the luxury watch industry. 


IMETAL S.A. 


Imétal is an industrial group specializing in the processing of minerals for use in industry and in 
construction; it also processes metals. With a workforce of 9,900 employees, the group posts annual 
sales of over $3.1 billion, with a geographical breakdown of 52 per cent in North America, 25 per cent 
in France, 16 per cent in other European countries and 7 per cent elsewhere in the world. # THE 
INDUSTRIAL MINERALS DIVISION recorded annual sales of $1.3 billion and owns mineral 
reserves and processing facilities located mainly in the United States and France, but also in other 
Kuropean countries, and in Brazil, Venezuela, South Africa and China. It is an international supplier 
of kaolin and calcium carbonate for the pulp and paper, chemical and ceramics industries: white clay 


and ceramic pastes for the tile, bathroom fixtures and china industries: calcinated clay, alumina and 
high-purity fused silica and andalusite for the refractory industries; high-purity natural and synthetic 
graphite for the battery, metallurgy, refractory and abrasives industries. %¢ In 1998, the industrial 
minerals division pursued its external growth policy by acquiring the ceramic paste production 
facilities of Hutschenreuther in Germany, Valley Refractories (refractory manufacturer) in 
south Africa, and American Minerals (a company active in the processing and distribution 
of mineral products, primarily magnesia) in the United States. This last acquisition was part of a 
larger transaction whereby Imétal also sold its non-controlling interest in American Premier, a 
refractory manufacturer, to a U.S. company. %# In the kaolin sector in Brazil, a country known 
worldwide for the purity of its deposits, the quarry and plant start-up operations of the RCC project 
continued through 1998. More recently, in January 1999, Imétal made a takeover bid for English China 
Clays plc, a company listed on the London Stock Exchange, valuing that company at $1.9 billion. 
English China Clays plc has annual sales of approximately $2.1 billion, primarily in Europe and the 
United States, in white pigments such as kaolin and calcium carbonate, as well as in clays and 
ceramic pastes. # THE BUILDING MATERIALS DIVISION, which has annual sales of 
$730 million, produces terracotta tiles and natural slates for roofs, as well as bricks and other 
terracotta products for the construction of walls and panels. These products are used in the new 
construction and home renovation sectors and are sold in Europe, primarily in France. The division 
also comprises a business supplying technical ceramics for the terracotta industries, as well as a 
roofing products distribution company. In 1998, Imétal integrated new roofing-products distributors 
and sold its stake in the Jircany tile and brick factory in the Czech Republic, as well as decorative 
ceramics operations in the technical ceramics sector. % In THE METAL PROCESSING 
DIVISION, Copperweld Corporation, which serves markets in the United States and Canada, had 
annual sales of $1.1 billion. Copperweld manufactures precision mechanical and structural tubes for 
the building, mechanical construction, transportation equipment, public works and other equipment 
and consumer durables sectors. Copperweld is also the leading U.S. producer of bimetallic wire for 
use in the growing telecommunications sector, particularly in cable television and telephony, as 
well as other industrial and electrical sectors. 


Groupe Bruxelles Lambert S.A. 


Groupe Bruxelles Lambert S.A. (GBL), which has its headquarters in Brussels, has a direct interest 
in Imétal in addition to interests in three leading European companies active in the public utilities (Suez 
Lyonnaise des Eaux), energy (PetroFina) and communications (CLI-UFA) sectors. GBLs shareholders’ 
equity stood at $6.4 billion as at December 31, 1998. 


SUEZ LYONNAISE DES EAUX 


Suez Lyonnaise des Eaux is a Franco-Belgian private infrastructure services group which focuses on 
four basic human needs: energy, water, waste management and communications. The group, which 
has sales in excess of $51 billion and 185,000 employees in more than 120 countries, realizes 62 per 
cent of its sales outside of France. * In the water sector, the internationally top-ranking group 
provides water distribution and purification services; sales are $8.5 billion, 37 per cent of which are 
in the international market. Degrémont, the global leader in its field, has annual sales of $1.5 billion 
and provides engineering services in the design and construction of water treatment plants. The 
sroup, which is present on every continent, has large-scale operations in the United States with 
United Water Resources, in Spain with Aguas de Barcelona, in Argentina with Aguas Argentinas and 
in Great Britain with Northumbrian Water. The group supplies drinking water to more than 72 million 
people worldwide. %* In the energy sector, the group, with sales of $17.5 billion, has a 51-per-cent 
interest in the Belgian company Tractebel S.A., the second largest private electric utility in Europe. 
Tractebel has almost 72,500 employees and is present in more than 100 countries. It has an electric 
production capacity of 40,000 MW, 60 per cent of which is outside of Belgium; through its 41-per-cent 
owned affiliate Distrigaz, it also manages gas transportation capacities of some 108 billion cubic meters 
per year. Klyo, which has 18,200 employees, provides services in the management and maintenance 
of thermal installations, urban heating and cooling systems and cogeneration systems, mainly in 
Europe and the United States. The central engine for expansion for all Suez Lyonnaise des Kaux 
eroup’s energy activities is in Belgium. % In the waste management sector, the group has sales of 
$8.3 billion, making it the leader in Europe and third in the world, and a workforce of 72,500 
employees. The group’s core business in this sector is the collection, sorting, processing, storage and 
recycling of all types of household and industrial waste. ® In the communications sector, the 
group operates cable networks, mainly in France and Belgium, and holds an interest in the French 
digital satellite television project TPS and, with CLT-UFA in the M6 conventional television channel 
in France. # The Suez Lyonnaise des Faux group also has a number of interests, some of which are 
in the process of being sold, in the building, infrastructure (highways, bridges, parking lots, airports), 
industrial services and financial services sectors, including a 22-per-cent interest in the Belgian 
banking-insurance group Fortis(B). 


PETROFINA S.A. 


PetroFina is the parent corporation of an international oil and petrochemical group with extensive 
operations in northern Europe and the southeastern United States. PetroFina, with its workforce of 
over 14,500 employees, including some 4,500 in Belgium, reported sales in 1998 exceeding 
$28 billion. # PetroFina is an integrated group involved in all areas of the oil and gas sectors: 
prospecting, production, refining and retail distribution (through the Fina network). Also active in the 
petrochemical sector, the group is a major international producer of polymers, specifically poly- 
propylene, polyethylene and polystyrene, as well as products for the paint industry. % UPSTREAM 
SECTOR. In 1998, oil and gas production reached 82.8 million barrels of oil equivalent, versus 
88.7 million in 1997. The decrease in production was primarily due to the 13-day shutdown of the 
Ekofisk facilities off the Norwegian coast in August while the wells and pipelines were connected to 
new platforms, and the start-up of Ekofisk Il. % During the year, PetroFina discovered deposits in 
Thailand and Angola, where the group, with a 30-per-cent interest, was commissioned to operate in 
Block 19 located in deep waters. In the United States, the group made three commercial gas 
discoveries. In Alaska, the Badami field, in which PetroFina holds a 80-per-cent interest, began 
production in August. % DOWNSTREAM SECTOR. Volumes processed in the group’s refineries 
increased 4 per cent in 1998 to a record high of 695,500 barrels a day. The Fina network’s European 
fuel sales were up 6.4 per cent after the group implemented plans to expand and upgrade the 
network and broaden and improve service quality. In September, in a bid to confine its retail sales 
activities to the vicinity of its refineries, PetroFina entered into an agreement with Shell to exchange 
Fina’s operations in Norway for Shell stations in the Netherlands. This agreement should strengthen 
Fina’s commercial impact in Benelux. # CHEMICAL SECTOR. In 1998, polymer and monomer 
production increased by 2 per cent and 7 per cent respectively, reaching record highs of 2.21 and 
2.03 million tonnes. In May, the boards of directors of PetroFina and BASF approved an agreement 
to construct the world’s largest liquid steam cracker on the site of the Port Arthur refinery in Texas. 
This equipment, which will produce ethylene and propylene, will consolidate the group's presence in 
the U.S. industry. Start-up is scheduled for the year 2000. %# PAINT SECTOR. Despite the effects 
of the Asian crisis on marine and anti-corrosion paint activities, Sigma group's profits grew by 
12 per cent. The restructuring of the decorative paint sector boosted productivity and efficiency in 
the France and Netherlands facilities, which recorded a jump in production. Paint sales to the 
industry reached record highs, especially in coil coatings and industrial paints. % After the 
completion of the merger, scheduled for the second quarter of 1999, between PetroFina and the 
French company Total, under the above terms and conditions, the new entity would be the fifth 
largest oil company in the world and the third largest in Europe. PetroFina shareholders would 


have a 30-per-cent stake in the new company, called Total Fina. This merger would result in a better 
ceographic distribution of production, paring down the North Sea share from 78 per cent to 
approximately 33 per cent. The number of refineries would increase from five to nine, with a total 
refinery capacity of 1,612,000 barrels per day, and the number of service stations should more 
than slightly double, to 14,000, for sales of approximately 2,200,000 barrels a day. This transaction 
would also strengthen the specialty chemical and paint sectors. 


CLT =U. FAS A: 


Luxemboure-based CLT-UFA is the largest radio and television company in Kurope with sales in the 
order of $4.9 billion, from its interests in 22 general-interest and specialized television channels, and 
20 radio stations in 9 countries. The group is also a key player in the acquisition and production of 
broadcasting rights. In Germany, the largest market in Europe, the group controls RTL Television, 
which ranks first in audience share and advertising revenues. It also holds an interest in Premiere, 
the pay-TV leader with over 1,600,000 subscribers. Furthermore, CLTI-UFA operates, alone or with 
partners, three other television channels including Super RTL, a family channel operated jointly 
with Walt Disney Company, in addition to 8 radio stations. % Radio station RTL in France has had 
the largest audience share for more than 15 years. In recent years, the television channel M6 has had 
the fastest growing audience share of all national channels. The group also participates in the 
operations of 6 other television channels and 2 other radio stations. % The group is also at 
the forefront of the industry in other European countries. In the Netherlands, it has RTL 4, a 
general-interest family-oriented channel which is the leading private television channel; RTL 5, 
which specializes in news and weather reports, and Veronica for younger viewers. In Belgium, it has 
KTL-TVi, the country’s leading French-language channel. In Luxembourg, RTL is the only television 
network broadcasting in the language of the country. In Great Britain, the group is continuing its growth 
with Channel 5. In addition, CLT-UFA is also present in Hungary with RTL Klub, and in Poland 
with RTL 7. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
OF FINANCIAL RESULTS 
EXCEPT AS OTHERWISE INDICATED, 
ALL FIGURES ARE EXPRESSED IN CANADIAN DOLLARS. 


Power Financial Corporation (Power Financial) holds substantial interests in Canada and the United 
States. Power Financial holds a controlling interest in Great-West Lifeco (Lifeco) and Investors Group Inc. 
(Investors Group); Lifeco controls The Great-West Life Assurance Company (Great-West) which in turn holds 
100 per cent of London Insurance Group Inc. (LIG, acquired during the fourth quarter of 1997). These 
subsidiaries, which offer an extensive range of financial products and services to individuals and corporations 
as well as public and non-profit entities, constitute an important part of the assets and results of the 
Corporation. 

Power Financial also holds, jointly with the Frere group of Belgium, a significant interest in Pargesa 
Holding S.A. (Pargesa). The Pargesa group has important holdings in a selected number of major European 
companies. 

Management's discussion and analysis of Power Financial's 1998 financial results focuses on the 
operations of each of the principal entities within the group. While consolidated financial statements are 
presented separately in this report, management has also prepared Condensed Supplementary Financial 
Statements of the Corporation with its principal subsidiaries accounted for on the equity basis in order to 
facilitate the discussion and analysis of each of its activities. A discussion of the financial results, assets, 
liquidity and financial resources and the outlook for each of the principal subsidiaries and affiliate has been 
provided to give readers a greater understanding of Power Financial's underlying assets, earnings base and 
financial resources. 

Lifeco, Great-West, LIG and its 98.2-per-cent owned subsidiary London Life Insurance Company 
(London Life), and Investors Group each publish an annual report with a detailed discussion and analysis 
of its activities. Pargesa publishes its annual report in June of each year. Copies of the annual reports of 
Lifeco, Great-West, LIG, London Life, Investors Group and Pargesa are available from the secretary of each 
of these companies or from the Secretary of Power Financial. 


Highlights of Operating Results 


In 1998, net earnings of Power Financial were $678 million, compared with $603 million in 1997. On a per 
share basis, earnings per common share were $1.87* in 1998, compared with $1.70 in 1997; operating 
earnings per share increased 22 per cent, from $1.12 in 1997 to $1.87 in 1998. An analysis on an equity 
basis shows: 

= a Significant increase in the share of the earnings of Lifeco and Great-West. Operating earnings of 

Pargesa were slightly lower in 1998 compared with 1997, as a consequence of the strategy undertaken 

a few years ago to focus the portfolio on a limited number of holdings; however, expressed in Canadian 

dollars, this decrease has been fully offset by the strengthening of the Swiss franc. 

» adecrease in Other income ($0.50 per share in 1998, compared with $0.58 in 1997). 

Consolidated revenues for the year ended December 31, 1998 were $14,767 million, compared with 
$8,351 million in 1997. This increase is mainly due to the consolidation of LIG’s revenues for a full year 
(in 1997, LIG’s revenues were consolidated from November 14), as well as higher premium income and fee 
income. Consolidated expenses were $13,537 million in 1998, as opposed to $7,600 million in 1997, due 
principally to the consolidation of LIG for a full year. 

Consolidated assets and assets under administration of the Power Financial group of companies 
stood at $122,865 million at the end of 1998 (1997 — $110,638 million). 

Power Financial and its subsidiaries held corporate assets of $58,033 million at year-end 1998, as 
against $54,992 million at the end of 1997; the increase is mainly due to an increase in corporate assets 
held by the Lifeco group of companies. 

Assets under administration increased to $64,832 million in 1998 from $55,641 million in 1997. The 
segregated funds of Great-West and LIG are predominantly used to fund pension plan obligations of 
policyholders and provide clients with a vehicle for investing in group and individual savings plans. The market 
value of these segregated funds was $28,394 million as at December 31, 1998 (1997 — $22,162 million), 
$99 445 million is attributable to Lifeco (1997 — $17,562 million) and $5,949 million to LIG (1997 - 
$4,600 million). Investors Group’s assets under management, at market value, were $36,064 million in 1998 
(1997 — $32,248 million). They consist of client assets invested in Investors Group's proprietary mutual 
funds and other partner funds. Lifeco, LIG, and Investors Group earn fee income from the management and 


administration of these assets. 


; ah yo-for-one ) and per share figures have 
Tike Corporation s common shares were split ona two for one basis on Jub 9, 1998 f | g 


been adjusted accordingly. 


POWER FINANCIAL CORPORATION 


(In this section, the principal subsidiaries are accounted for on an equity basis.) 
READERS ARE REFERRED TO THE CONDENSED SUPPLEMENTARY FINANCIAL STATEMENTS OF POWER FINANCIAL ON 
PAGE 50 OF THE ANNUAL REPORT. THE SUPPLEMENTARY FINANCIAL STATEMENTS IDENTIFY THE SOURCES OF 


XN 


EARNINGS, ASSETS AND LIABILITIES OF THE CORPORATION. 


EARNINGS 


Share of Operating Earnings" of Subsidiaries and Affiliate 


For the years ended December 31 (in millions of dollars) 1998 LOOT Change 
Subsidiaries” % 
Great-West Lifeco Inc. 336 2OY 26 
Investors Group Inc. 132 103 28 

Affiliate 
Parjointco N.V. (Pargesa Holding S.A.) 46 43 7 
514 413 24 


(1) Operating earnings represent net earnings exclusive of non-recurring items. 
(2) Excludes, in 1997, the impact of the integration costs recorded by Lifeco as a result of the acquisition of LIG, which was included in “Other 
income”. 


Both subsidiaries, Lifeco and Investors Group, reported increased earnings from operations in 1998. Pargesa reported a 
slight decrease in operating earnings, mainly due to the sale of the group’s interests in companies that were accounted for 
under the equity method (mainly Banque Bruxelles Lambert in December 1997 and Royale Belge in May 1998). 

Readers are referred to the sections on Lifeco, Investors Group, and Pargesa in this analysis for further discussions 
of the operating results of these entities. 


Corporate Activities Thenetcontribution related to corporate activities is a charge of $9 million in 1998, 
as in 1997. 
Other Income _ Other income was $173 million in 1998, compared with $199 million in 1997. 

In 1998, non-operating earnings of Pargesa were SF677 million (1997 — SF556 million), mainly as a consequence of 
the sale of Royale-Venddme (Royale Belge) and ING securities (received in connection with the sale of Banque Bruxelles 
Lambert in December 1997). The Corporation’s share of these gains has been reduced by the portion of goodwill associated 
with the assets sold. 

In 1997, Other income was mainly composed of the Corporation's net share of gains reported within the Pargesa 
group ($118 million), and of the net impact of the LIG acquisition ($100 million). 


ASS 5) Eel S AGN ID WA Be DAEs 


Cash and temporary investments, composed of high-quality financial instruments (denominated principally in Canadian dollars 
at year-end), amounted to $341 million, compared with $356 million at the end of 1997. 

Investments in subsidiaries and affiliate, accounted for under the equity method, aggregated $4.1 billion at year- 
end, compared with $3.8 billion in 1997, and consisted of the Corporation’s interests in Lifeco, Investors Group and 
Parjointco N.V. (Parjointco). 

Other investments were $174 million (1997 — $177 million) and included the 8.7 million common shares of BCE Inc. 
with a carrying value of $164 million held for the potential future conversion by holders of the exchangeable debentures issued 
in 1989. These debentures have a carrying value of $167 million. 

Other long-term debt represents the $150 million principal amount of 7.65% 10-year debentures issued on 
January 5, 1996 to fund the early redemption of the SF120 million bonds which were initially due in March 1997. 
The $150 million principal amount was swapped into SF127.5 million at a rate of interest of 4.43 per cent. 


LOU sD ish YeeAuNe Da CrAy Pi AV REET SEOsU cRaGn ras 


As mentioned above, Power Financial held $341 million in cash and temporary investments at year-end 1998. In 
managing its cash and temporary investments, the Corporation may invest in foreign currencies and thus be exposed to 


fluctuations in exchange rates. As at December 31, 1998, 96 per cent of cash and temporary investments were denominated 
in Canadian dollars. 


LIQUIDITY ANDV CAPT TAT PESO UR CES (CONTINUED) 


Dividends 
For the years ended December 31 (per share) 1998 1997 
CURRENT ANNUALIZED CASH CASH 
DIVIDEND® DIVIDEND DIVIDEND 
Great-West Lifeco Inc. ($) 0.50 0.44 0287 
Investors Group Inc. ($) ‘ 0.46 hae. 0.30 
Pargesa Holding S.A. — bearer share (SF) 13 (Ee? 70 


(1) In 1998, the common shares of Lifeco and Investors Group were split on a two-for-one basis; 1997 dividends reflect the split. 


(2) Lifeco and Investors Group based on the quarterly dividend declared in January 1999. Pargesa's dividend to be approved at the June 1999 
Annual General Meeting. 


Cash requirements for the payment of dividends are met by dividend income from the subsidiaries and affiliate, interest and 
dividends on cash and temporary investments, and, when required, the Corporation's cash position. The annual dividends 
declared on the common shares of Power Financial increased from $0.44 in 1997 to $0.50 in 1998. The holders of common 
shares benefited from increased dividends from subsidiaries and affiliate. 

The Corporation's credit standing in the financial markets is as follows: 


Independent Ratings of Power Financial 


As at December 31, 1998 Rating Agency 
DOMINION BOND RATING SERVICE CANADIAN BOND RATING SERVICE 
Senior debentures AA (low) A+ 
Preferred shares — Cumulative Pfd-1 (low) P-1 
— Non-cumulative Pfd-1 (low) n P-2 


Shareholders’ equity at the end of 1998 was $4,172 million, up from $3,480 million as at December 31, 1997. This 

increase is mainly due to: 

» retained earnings (+$475 million), 

« foreign currency translation adjustments (+$245 million). These adjustments relate to the Corporation’s investment 
in Pargesa, partially hedged by the swapped $150 million debt, and to its indirect investment in Great-West’s U.S. 
operations; both the Swiss franc and the U.S. dollar strengthened against the Canadian dollar in 1998, 

= the decrease in the carrying value of preferred shares issued by the Corporation which was $550 million at year-end 
1998, against $582 million at year-end 1997. Early in 1998, all of the First Preferred Shares 1969 Series, which had 
a book value of $32 million were redeemed and cancelled. 

Book value per common share was $10.45 at the end of 1998, compared with $8.38 one year earlier. In 1998, the Corporation 

issued 988,946 common shares pursuant to the terms of the Employees Stock Option Plan, resulting in an increase in stated cap- 

ital of $4 million (2,333,200 shares, on a post-split basis, were issued in 1997, for an increase in stated capital of $11 million). 
In summary, the Corporation’s financial position remains strong. 


Yo ASRS 2707000 


The Corporation is reviewing the risks relating to the Corporation’s use of computer hardware and software systems as a 
result of the Year 2000 issue. As a result of this review, which takes into account the fact that the Corporation is principally 
a holding company, management does not at this time anticipate that the Corporation will be materially adversely affected 
by such risks. Lifeco and Investors Group, which are the principal operating subsidiaries of Power Financial Corporation, 
are dependent on information systems and computer technology. These companies have developed Year 2000 plans for their 
computer hardware and software systems. Managements of the companies report that internal implementation of these plans 
is substantially complete but that in certain cases work continues involving remediation and further testing. These companies 
report that they are also assessing the Year 2000 readiness of vendors/suppliers and business partners based on information 
gathered from them, and that contingency plans, based on the potential impact of third party problems, are being developed. 
For further information readers are referred to the annual reports of Lifeco and Investors. | 

Management of the Corporation’s principal European operating affiliates are conducting similar programs. Because 
of the economic interest the Corporation has in these companies, the Year 2000 issue as related to them is not expected 
to have a material impact on the Corporation. While it is not possible to have certainty that all aspects of the Year 2000 issue 


will not materially affect the Corporation, the costs of the foregoing plans and programs incurred and anticipated have not 


been and are not expected to be material to the Corporation. 


POWER FINANCIAL CORPORATION 
CONDENSED SUPPLEMENTARY FINANCIAL STATEMENTS 


(In this section of the analysis, the principal subsidiaries are accounted for on the equity basis.) 


December 31 (in millions of dollars) : =. is Me 1998 1997 
Condensed Statements of Earnings 
Share of earnings of subsidiaries and affiliate 914 413 | 
Corporate activities ae _ (9) (2) | 
Earnings before other income 5905 404 
Other income, net 2, 6 ae als i i, 199 
Net earnings = ——— = 678 603 
Earnings per share (in dollars) a GN V0 
Condensed Balance Sheets 
Cash and temporary investments 341 356 
Investments 

Subsidiaries and affiliate at equity 4,055 Snoee 

Other 174 dey 
Other assets air 45 af 
Total assets = 4,615 3,918 
Accrued liabilities and other ' 108 85 
Exchangeable debentures 16% 167 
Other long-term debt 150 150 
Deferred income taxes 18 36 
Shareholders’ equity 

Preferred shares 5.010 582 

Common shareholders’ equity we — = oso22 2,896 

—— AAT 2 3,480 

Total liabilities and shareholders’ equity 4,615 3.918 ; 


POWER FINANCIAL CORPORATION 


94 95 96 97 98 94 95 9% 97 98 
6.37 6.94 7.43 8.38 ie 245 2.65 2.83 (348 417 
} | || | ie | i | 
ie | ay a) 


12 |4.50-L- | 


Gives effect to the 
subdivision of the Corporation's 
common shares 

effective July 9, 1998. 34 


Book value per share“) Shareholders’ equity 
(in dollars) (in billions of dollars) 


GC RE A WES ll eC Om ilEN Ce 


READERS ARE REFERRED TO THE GCONDENSED SUPPLEMENTARY FINANCIAL STATEMENTS OF LIFECO ON PAGE 62 
OF THE ANNUAL REPORT. 

Through its direct interest of 76.9 per cent and Investors Group's interest of 4.3 per cent, Power Financial holds an 
economic interest of 79.8 per cent in Lifeco. Power Financial holds, directly and indirectly, 65 per cent of the voting rights 
attached to all outstanding Lifeco voting shares. 

Lifeco holds a 99.6-per-cent interest in The Great-West Life Assurance Company (Great-West), which in turn 
holds a 100-per-cent interest in London Insurance Group Inc. (LIG) and Great-West Life & Annuity Insurance Company 
(GWL&A). Through Great-West and LIG in Canada and GWL&A in the United States, a wide range of life insurance, health 
insurance, and retirement and investment products are offered to individuals, businesses and other private and public 
organizations. As well, through LIG in Canada, Great-West offers reinsurance and specialty general insurance products 
in specific niche markets. 


Summarized Financial Information 


At December 31 (in millions of dollars) 1998 1997 
CANADA US TOTAL CANADA* US TOTAL CHANGE 
% 
Premium income 6,408 2,829 9,207 ~2,000 2,019 A OSL 101 
Self-funded premium equivalents 983 3,866 4,849 686 2,814 3,500 39 
Segregated fund deposits A al B,276 5,697 i219 2909 4,178 36 
Total 9,812 OTe 19.783 4,473 C192 A265 61 
Fee and other income BT 766 LOO 122 581 703 43 
Net income before provision for 
integration costs 
Total 209 264 473 C3 210 345 oul 
Common shareholders 181 256 437 114 200 Ole 39 
Net income after provision for 
integration costs 
Total 209 264 AT 40 210 250 89 
Common shareholders 181 256 437 19 200 219 100 
Total assets BOATS. 22,0477 545725 VSl.8el sO Sica ae 5 
Segregated funds assets 12,9050: 15,435 28,894 9 10,903" SU 2Omling 28 
Other assets under administration 374 - 374 eso - L234 (70 
Total assets under administration 45,911 @7682 ~837493 “43 0W bm ol Ob2, tomtoe 11 
Common shareholders’ equity 3,029 2,648 
Return on equity excluding the 
provision for integration costs 15.4% 17.4% 
Return on common ’ 
shareholders’ equity 15.4% 12.5% 
Per common share (in dollars) 
Net income before provision for ; 
integration costs ity 0.97 20 
Dividends paid 0.44 0.37 I : 
Book value Bie I 7.08 | e) 


*Comparative figures for 1997 operating results include the portion of results from London Insurance Group for the period 


November 14 to December 31, 1997. 
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Lifeco’s net income for 1998 was $478 million, which compares with $345 million for 1997, excluding the special 
integration charge made in the fourth quarter of 1997. After deducting preferred share dividends, net income 
attributable to common shareholders was $437 million and earnings per common share increased 20 per cent to $1.17. 
The return on shareholders’ equity was 15.4 per cent for the 12 months ended December 31, 1998. 

Net income for 1998 reflects significant increases for both Canadian and United States operations, compared 
with 1997. Canadian operations include the results of LIG, as well as related charges for goodwill amortization and 
financing costs associated with the acquisition for a full year in 1998 and from November 14 to December 31 in 1997. 

Total premium income, including self-funded premium equivalents and segregated fund deposits, was $19.8 billion 
for 1998, 61 per cent higher than in 1997. Total premium income for 1998 includes $6.7 billion of premium equivalents 
of LIG ($1.4 billion in 1997). 

Fee and other income (which represents primarily management fees for segregated funds and administration fees 
for ASO contracts) of $1.0 billion was up 43 per cent, compared to 1997. This reflects the growth in segregated funds 
assets in both countries and ASO contracts in the United States. 

Common shareholders’ equity increased to $3.0 billion at December 31, 1998, from $2.6 billion at year-end 1997. 
During 1998, the quarterly dividend paid on common shares was increased to $0.105 per share for the March and June 
dividends, and to $0.115 for the September and December dividends, for a total dividend of $0.44 for the year. This 
represents a dividend payout ratio of 37.6 per cent of 1998 earnings (1997 — 38.1 per cent, excluding the special 
charge), and a 1998 dividend yield (dividends as a percentage of average high and low market price) of 2.0 per cent 
(1997 — 2.5 per cent). Book value per common share was $8.12 at December 31, 1998, compared with $7.08 at 
December 31, 1997. 


FINANGIAL POSITION 


Total assets and assets under administration grew to $83.5 billion at year-end 1998, an increase of $8.1 billion from 1997. 
Assets under administration include segregated funds of $28.4 billion at December 381, 1998, compared with $22.2 billion 
at the end of 1997. The change in other assets under administration reflects the sale of the mutual fund investment 
management operations of LIG to Investors Group, a related company. 

Obligations to policyholders made up 91 per cent of total liabilities at the end of 1998 (89 per cent at year-end 1997). 
The valuation of policy liabilities is certified by the Appointed Actuary of Great-West as being in accordance with 
accepted actuarial practices. 

Total capital and surplus, including non-controlling and other interests, of $5.6 billion at December 31, 1998, was 
11.5 per cent of total liabilities, compared with $5.2 billion or 11.0 per cent in 1997. It is Lifeco’s intention to maintain 
Surplus ratios in its operating subsidiaries at levels sufficient to provide assurance of policyholder security and to 
maintain its superior credit ratings. 

The Office of The Superintendent of Financial Institutions has specified a measurement basis for life insurance com- 
panies operating in Ganada. This measurement basis is referred to as the Minimum Continuing Capital and Surplus 
Requirements (MGCSk) and Great-West’s ratio is 196 per cent (185 per cent at the end of 1997). 


ASS PTO UAL IT y 


At December 31, 1998, exposure to mortgage loans and real estate was 22 per cent of invested assets, compared with 
26 per cent at the end of 1997. 


Lifeco’s exposure to non-investment grade bonds was 0.6 per cent of the portfolio at the end of 1998, compared with 
1.3 per cent at December 31,1997. 

Non-performing investments, including bonds in default, mortgages in the process of foreclosure or in arrears 90 
days or more, and real estate acquired by foreclosure, totalled $107 million or 0.2 per cent of invested assets at 
December 31, 1998, compared with $168 million or 0.3 per cent a year earlier. The Corporation’s allowance for credit 
losses at December 31, 1998 was $203 million, compared with $183 million at year-end 1997. Normal provisions for 
credit losses charged to operations were $17 million in 1998, down from the 1997 level of $26 million. 


Ratings of Major Subsidiaries of Lifeco 


RATING AGENCY MEASUREMENT RATINGS 

GREAT- LONDON 

WEST LIFE GWL&A 
A.M. Best Company Financial Condition and Operating Performance A++ eee (ee 
Canadian Bond Rating Service Investment Strength A++. A++ NR 
Dominion Bond Rating Service Claims Paying Ability ice eed NR 
Duff & Phelps Corporation Claims Paying Ability AAA’ AAA" AAA" 
Moody's Investors Service Insurance Financial Strength Aa2 Aa2 Aa2 
Standard & Poor's Corporation Insurer Financial Strength AA+ AA+ AA+ 


*highest rating available; NR — not rated 


GRAIN AUD UIFAS NS OPPAR REAUL WO eNES 


The discussion of operating results is followed by a report on operations of the Canadian segment of Great-West Lifeco 
Inc., presented in terms of the major Canadian business units of The Great-West Life Assurance Company and London 
Insurance Group Inc.: 


= Group Insurance — life, health and disability insurance products for group 
clients. 
» Individual Insurance & — life and disability insurance products for individual 
Investment Products clients, as well as accumulation and payout annuity 
products for both group and individual clients. 
= Reinsurance & Specialty — life, property and casualty, accident and health, annuity 
General Insurance coinsurance and specialty general insurance in specific 
niche business markets. 
» Investment — management of assets — general funds, segregated funds 


and other managed funds. 
1998 Canadian Operating Results The Canadian segment of Great-West acquired 100 per cent 
of the issued and outstanding shares of LIG in the fourth quarter of 1997. The Company's 1997 consolidated operations 
include the period from November 14 to December 31 of LIG’s operating results. 


Operations Summary — Canada 


(in millions of dollars) 1998 1997 \ 1998 1997 
PREMIUM INCOME, SELF-FUNDED 


PREMIUM EQUIVALENTS AND 
SEGREGATED FUND DEPOSITS SALES (NEW ANNUALIZED PREMIUMS)" 


Group Insurance 


Small/mid-sized 894 467 94 91 
Large 1,835 paves: 12 54 
Individual Operations 
Life Insurance 15506 418 110 Did 
Disability Income 93 87 18 Lis 
Retirement and Investment Services Dis (eons) 10. bed 2,980 1,439 
Reinsurance and Specialty General Insurance De TIES) Oa N/A N/A 
Sole 4,473 O7214 1,630 
Fee and other income 23 ft | 
Operating expenses TAT 29 


Net income before provision 
for integration costs 
Total 209 135 
Common shareholders 181 114 
Net income after provision 
for integration costs 


Total 209 40) 
Common shareholders ite} 19 
Total assets BD ATL Sil ere! 
Segregated funds assets 12,959 10.963 
Other assets under administration oy 4 IL Ze 
Total assets under administration ALG) (3) 1 I OM ONO 


(1) New Annualized Premiums is a measure of new sales, equal to the full first-year premiums on all sales made during the year. 


Net income from Canadian operations for 1998 was $209 million, compared with $135 million for 1997 before the 
special integration charge. Net income attributable to common shareholders was $181 million, up from 
$114 million for 1997. 

The positive earnings results were due to a combination of reduced operating expenses as a result of significant 
progress made toward integration of Great-West and London Life operations, strong investment results and increased 
segregated fund fee income, offset by deterioration in group morbidity. 

Total assets under administration in Canada reflect an 18-per-cent growth in segregated funds assets in 1998, mainly 
due to strong sales. 


Premium income reflects the continuing shift away from guaranteed products to segregated funds. 


Group Insurance The Group Division provides a wide range of group insurance products to more than 22,000 
employers across Canada. The Group Division has Significant presence in all market segments — by region, case size and 
product. The company covers more than eight million Ganadians through its group products — life and accidental death 
and dismemberment insurance; short and long-term disability insurance; drug, dentalcare and visioncare coverages not 
provided by Medicare; and employee assistance plans. 
During 1998, the Group Division experienced: 
= continued growth in sales during a period in which a major focus on integration prevailed throughout the entire sales 
organization, 
« dramatic growth in revenue premium, particularly in the target markets, 
= — strong business persistency, and 
= deterioration in mortality and morbidity results. 


Individual Insurance and Investment Products _ This Division provides life and disabil- 
ity insurance products and services designed to meet the evolving needs of today’s consumer, and long-term savings and 
investment products for individuals and employer groups. 


INDIVIDUAL INSURANCE During 1998, the Individual Division again performed well against its financial objec- 
tives as follows: 
= growth in life insurance and disability new annualized premium, 
= —_ growth in life insurance and disability revenue premium, 
= improved unit costs, 
= mortality and morbidity results at or below pricing levels, and 
= customer retention at expected levels for all product lines. 

The Division's individual disability (DI) business in particular had very good sales results, a 20-per-cent increase 
in a market that grew by 5 per cent. The addition of London Life as a distribution channel combined with the continued 
success of Investors Group in distributing DI products were the main reasons for the growth. 


RETIREMENT AND INVESTMENT SERVICES The Division focuses its sales and reinvestment activities 
on segregated funds, which offer the potential for superior investment returns for the customers and satisfactory profit 
margins. 

During 1998, R&IS experienced: 
= growth in individual savings plan segregated funds assets in excess of the 15-per-cent growth rate of the Canadian 

mutual funds industry, 
= growth in combined individual and group savings plan segregated funds assets of 18 per cent, and 
= acontinued shift from guaranteed interest options to segregated funds for new and renewing investors. 

To maintain its longer term growth and profitability objectives, R&IS must continue to increase segregated funds assets. 
To this end, several product and service enhancements were introduced in 1998: 
=  Great-West enhanced its agent software to provide “client rate of return” and electronic account management 

functions for RRIF products; and enhanced Discovery, its asset allocation software, to provide increased client edu- 

cation facilities and specific income oriented portfolio recommendations, 
= London Life expanded the segregated funds offered to individuals from 7 to 40 funds, and enhanced /nvestment 

Voyager, its asset allocation software, to assist clients with asset allocation. 

Great-West now offers 42 individual segregated funds, including funds managed by GWLIM, Putnam Advisory 
Company Inc., Mackenzie Financial Corporation, AGF Management Limited, Sceptre Investment Counsel Limited, and 
Beutel, Goodman & Company Ltd. 

London Life now offers 40 individual segregated funds, including funds managed by LLIM, GWLIM, Fleming Canada 
Partners, MAXXUM Fund Management, Mackenzie Financial Corporation, AGF Management Limited, Sceptre Investment 


Counsel Limited, and Beutel, Goodman & Company Ltd. 


Investment _ The Investment Division is responsible for managing both Great-West and London Life general funds 
and segregated funds assets. Within the company’s conservative investment policies, the Investment Division man- 
ages portfolios of assets to produce a steady source of income to support the cash flow and liquidity requirements of the 
company’s insurance and investment products. 


GENERAL FUNDS The company invests the majority of its general funds in medium-term and long-term fixed- 
income securities, primarily bonds and mortgages, which reflect the nature of the liabilities being matched. 

During 1998, the overall quality of the company’s investment portfolios improved. New investment activity was directed 
to government and corporate bonds (55 per cent), and to commercial and residential mortgages (45 per cent). 

As in the previous year, bonds accounted for the largest percentage of new investments. During 1998, the bond port- 
folio increased by $1.5 billion to $16.6 billion. Federal, provincial and other government securities increased to 46 per 
cent of the bond portfolio, while corporate bond investments decreased to 54 per cent of the bond portfolio. 

The company continued to follow strict industry and issuer diversification policies in the bond portfolio to minimize 
exposure to individual credits. These prudent investment policies, combined with conservative underwriting and lending 
practices, contributed to the very high credit quality of the portfolio. At year-end 1998, 89 per cent of the consolidated 
bond portfolio was rated A or higher, and 99 per cent was rated investment grade. 


SEGREGATED FUNDS During 1998, segregated fund assets under management, grew by $2.0 billion or 18 per cent, 
to $13.0 billion at year-end. This includes 81 funds totalling $2.2 billion managed by 19 external managers. 


Segregated Funds Assets 


December 31 (in millions of dollars) 1998 1997 1996 1995 1994 
Stocks 6,914 6,180 2,188 1,948 io) 
Bonds 3,837 3,094 Le 7A 1,134 {e124 
Mortgages 960 872 440 510 507 
Real estate 868 415 226 210 Zoo 
Other 380 402 1G Powe 148 
Total PON) 10963 4,899 3,954 o5002 
Internally managed 10,754 9,397 4,359 3,834 3,486 
Externally managed 2e2010 1,566 540 120 46 
Year-over-year growth 18% 124% 24% 12% 


Reinsurance and Specialty General Insurance This business segment includes the oper- 
ations of three major subsidiaries which participate in life, property and casualty, accident and health, annuity coinsurance 
and specialty general insurance in specific niche markets. Making up this segment are the following three major 
subsidiaries of LIG: 
LONDON REINSURANCE GROUP (LRG) _ Reinsurance contracts are legal agreements in which an insurer trans- 
fers certain risks on its insurance policies to another insurer, called a reinsurer. 

The operations of LRG allow it to selectively participate in attractive, mature global markets and diversify London 
Life’s retail and other insurance operations. LRG reinsures life, property and casualty, accident and health and annuity 
business through operating companies in the United States, Barbados and Ireland. 


LONDON LIFE INTERNATIONAL London Life International's business strategy is to develop joint venture part- 
nerships with strong domestic partners that provide competitive advantages and share similar values, goals and expec- 
tations. London Life International commenced its retail insurance operations in Asia in 1993, with the establishment of 
Shin Fu in Taiwan, a joint venture in which London Life International owns nearly 39 per cent. 


LONDON GUARANTEE — London Guarantee is committed to the underwriting of specialty products in the property 
and casualty insurance market place. The company has three product line categories: (1) Surety, which includes surety 
bonds for the construction and real estate industries, miscellaneous bonds for commercial entities and completion 
bonds for the motion picture industry; (2) Corporate Risk, incorporating directors and officers liability, fidelity, fiduciary 
and professional liability insurance for public, private and not-for-profit entities; and, (3) Special Risk, comprising 
alternative risk management solutions for commercial enterprises. These products are distributed through a network 
of over 700 independent insurance brokers located throughout Canada. 
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The discussion of operating results is followed by a report on operations of the United States segment of Lifeco, presented 
in terms of the major business units of GWL&A: 


= Employee Benefits - _ life, health, disability insurance and 401(k) products for group clients. 

= Financial Services — _ accumulation and payout annuity products for both group and individual 
clients, as well as life insurance products for individual clients. 

» Investment — management of assets — general funds, segregated funds and other managed 


funds. 


Operations Summary — United States 


(in millions of dollars) 1998 1997 Change 1998 1997 Change 


PREMIUM INCOME, SELF-FUNDED 
PREMIUM EQUIVALENTS AND 


SEGREGATED FUND DEPOSITS SALES (NEW ANNUALIZED PREMIUMS)!? 
% % 
Employee Benefits 
Group life & health 5,010 38,496 43 12001 D114 74 
401(k) Den) 1,969 BA 874 LOO (083) 
Financial Services 
Savings (levee) 1,360 (2) QA 853 (Ab 5) 
Insurance 1, 2438 967 29 624 329 90 
9,971 [ge 28 By Paes) Det yl (| Fi 
Fee and other income 766 581 Oe 
Operating expenses 729 565 29 
Net income 
Total 264 DAO) 26 
Common shareholders 256 200 28 
Total funds assets DD DAG ZORGIOR 8 
Segregated funds assets 15,435 ae ES) 38 
Total assets under administration of O82 Sil tO 18 


(1) New Annualized Premiums is a measure of new sales, equal to the full first-year premiums on all sales made during the year. 


Net income from United States operations of Lifeco in 1998 was $264 million, up from $210 million in 1997. Net 
income attributable to common shareholders was $256 million in 1998, compared with $200 million in 1997. 

The increase in net income attributable to common shareholders reflects improvements in both business seg- 
ments. The Financial Services’ increase is associated with improved investment income in the asset intensive lines and 
increased fee income. Employee Benefits earnings were positively affected by growth in variable fee revenue, reductions 
in unit costs in 401(k) and favourable mortality in group life insurance. 

General funds and segregated funds assets in the United States increased 8 per cent and 38 per cent, respectively, 
in 1998. The growth in segregated funds assets is a combination of the impact of strong equity markets and an increase 
in fund deposits in 1998. 


Acquisition of Anthem _ In Julyof 1998, the company acquired Anthem Health & Life Insurance Company 
(AH&L), a subsidiary of Anthem Inc. (the Blue Cross & Blue Shield licensee for Indiana. Kentucky, Ohio, and Connecticut). 
This acquisition strengthens the U.S. operations by providing $1.5 billion of health and life insurance premium and self- 
funded premium equivalents and approximately 450,000 additional medical members. 


Employee Benefits The Employee Benefits Division provides a full range of employee benefit products to 
more than 11,300 employers across the United States excluding small case AH&L business. GWL&A offers employers the 
advantage of a total benefits solution — an integrated package of group life and disability insurance, managed care 
programs, 401(k) savings plans and flexible spending accounts. Through integrated pricing, administration, funding, 
and service, the Division helps employers provide cost-effective benefits that will attract and retain quality employees, 
and at the same time, helps employees reach their personal goals by offering benefit choices, along with information needed 
to make appropriate choices. 
During 1998, the Employee Benefits Division experienced: 
= — significant growth in 401(k) assets under administration, 
= increased sales and improved customer retention in group life and health, 
= favourable mortality results, and 
= license approval for 4 Health Maintenance Organization (HMO) subsidiaries, for a total of 14 fully operational 
HMOs. 
Overall, the financial results for 1998 have improved, with 401(k) revenue premium increasing 21 per cent to $2.4 bil- 
lion. Assets under administration in 401(k) increased 36 per cent over 1997, to $10.8 billion as the result of premium 
erowth and strong equity markets in the United States. Self-funded premium equivalents for group life and health 
increased 43 per cent. Fee and other income increased 32 per cent to $766 million, due to life and health sales and strong 
equity markets. Net income increased in 1998, due to favourable mortality and increased variable fee income associated 
with strong 401(k) asset growth. 


Financial Services The Financial Services Division develops, administers, and sells retirement savings 
and life insurance products and services for individuals and employees of state and local governments, hospitals and non- 
profit organizations, and public school districts. 
During 1998, the Financial Services Division experienced: 
= significant growth in participants and segregated funds assets primarily attributable to Public/Non-Profit (P/NP) 
business, 
= very good persistency in all lines of business, and 
= — strong sales of Bank Owned Life Insurance (BOLI). 


SAVINGS  GWL&A’s core savings business is the P/NP pension market, providing investment products, administra- 
tive and communication services to employees of state and local governments, as well‘as employees of hospitals and public 
school districts. The assets of the P/NP business, including segregated funds, increased 13 per cent during 1998 to 
$12.1 billion. Much of the growth came from the variable annuity business, which was driven by revenue premium 
and strong investment returns in the equity markets. 

The Division’s retirement savings business experienced strong growth. The number of new participants in 1998 was 
151,300, compared with 129,200 in 1997, bringing the total lives under administration to 674,000. BenefitsCorp, the 
company’s wholly owned communication and marketing subsidiary, sold 21 new large employer cases and increased the 
penetration of existing cases by enrolling new employees. 

The Division again experienced a very high retention rate in P/NP contract renewals in 1998. Part of this customer 
loyalty comes from initiatives to provide high-quality service while controlling expenses. 


INSURANCE The company continued its conservative approach to the manufacture and distribution of traditional 
life insurance products, while focusing on customer retention and expense management. 

Individual life insurance revenue premiums of $1.2 billion in 1998 increased 29 per cent from the $967 million in 
1997, due to strong BOLI sales in 1998. 

As of year-end 1996, legislation was in place to phase out the tax deductibility of interest on policy loans on 
Corporate Owned Life Insurance (COLI) products during 1997 and 1998. The company has shifted its emphasis from COLI 
to new sales in the BOLI market. This product provides long-term benefits for bank employees and was not affected by 
the 1996 legislative changes. 


Investment _ In spite of generally declining rates, GWL&A’S overall investment portfolio earned a yield of 7.4 per 
cent in 1998 as in 1997, as better returns on the mortgage portfolio offset the effect of lower rates on new investments. 


GENERAL FUNDS _ This period of lower rates may tempt investors to take additional risks in an effort to increase 
yield. The company, however, continues its program of acquiring quality assets, guided by conservative investment 
policies that include carefully defined industry, size, and geographical diversification standards that reduce the company’s 
exposure to undue concentration of risk. One of the strategies inherent in the company’s program is the identification 
of various market niches and sectors that offer richer investment value than the market as a whole, while meeting 
company investment policies. 

As at December 31, 1998, approximately 91 per cent of the company’s invested assets were cash, bonds, or policy 
loans. The overall quality of the bond portfolio, the largest single component of the company’s invested assets, contin- 
ues to be high, with virtually 100 per cent of the portfolio rated investment grade. 

The aggregate amount of non-performing loans at December 31, 1998 was $25 million or 0.2 per cent of portfolio 
investments, compared with $53 million or 0.3 per cent at the end of 1997. These low levels reflect the company’s proac- 
tive management of potentially problematic accounts. The total allowance for credit losses was $141 million at year-end 
1998, compared with $132 million at the end of 1997. 


SEGREGATED FUNDS The 29-per-cent increase in the S&P 500 Index was among the many reasons that investors 
in the U.S. continued to increase their participation in mutual funds during 1998. In response to this increased consumer 
desire, GWL&A continues to increase its offerings in the variable fund arena and to offer a broad selection of mutual and 
segregated funds. During 1998, such funds administered by the company grew to $15.4 billion, compared with $11.2 bil- 


lion at year-end 1997. Included in the balance at December 31, 1998 is $8.8 billion of assets in Maxim and Orchard Funds, 
which have 30 different portfolio offerings. 
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The ongoing effectiveness of Lifeco and its operating subsidiaries in Canada and the United States is dependent upon timely 
response to the diverging needs of regional markets and their regulatory environment. Lifeco’s structure effectively bal- 
ances regional control, through management within each region who understand and anticipate market and regulatory 
developments, with the financial strength of an international organization. 

Lifeco and its operating subsidiaries have in place sound strategies for growth and profitability, based upon sustainable 
competitive advantages. With highly skilled people, efficient operating structures and ready access to capital, these com- 
panies are positioned to respond quickly and effectively to market changes. This places Lifeco in a strong position at a 
time when many competitors, especially in Canada, are embarking on significant organizational changes. 


GREAT-WEST LIFECO INC. 
CONDENSED SUPPLEMENTARY FINANCIAL STATEMENTS 


December 31 (in millions of dollars) 1998 1997 
Condensed Statements of Earnings 
Premium income On 200 4,587 
Net investment income 3,016 ee oh) 
Fee and other income 1,008 703 
13,756 1,475 
Paid or credited to policyholders and beneficiaries 10,680 Dat 2ie 
Commissions and operating expenses 2,134 Lear 
Provision for integration costs ; 250) 
12,814 7,200 
Income before income taxes and non-controlling interests 942 21D 
Income taxes 361 aa || 
Non-controlling interests _ 108 : Aye 
Net income as +. : a. _ _ 413 20.0) 
Per share data (in dollars) 
Earnings before provision for integration costs oi 0.97 
Provision for integration costs (0.29 
Earnings ge ee 0.68 
Condensed Balance Sheets 
Bonds. 30,834 28,306 
Mortgage loans and other loans 15,461 16,047 
Other assets 8,430 7,691 
Total assets ey PAS) 52,044 
Policy liabilities 44,690 41,892 
Other liabilities 4,404 4,979 
Non-controlling interests 2,063 Bey 
Preferred shares oul?) D119 
Common shareholders’ equity 3,029 2,643 
Total liabilities and shareholders’ equity 94,725 92,044 


Note: Segregated funds and other assets under administration are excluded from the Condensed Supplementary Financial Statements. 
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\” Before provision for integration 
costs of $0.29 per share 
) Gives effect to the subdivision 
of Great-West Lifeco's 
common shares 
effective September 23, 1998 0.50 | 


%) Before provision for 
integration costs 


Earnings per share® (in dollars) Return on equity (per cent) 


INVESTORS GROUP ING. 


READERS ARE REFERRED TO THE CONDENSED SUPPLEMENTARY FINANCIAL STATEMENTS OF INVESTORS GROUP ON 
PAGE 69 OF THE ANNUAL REPORT. 


Power Financial holds a 67.4-per-cent interest in Investors Group. 

Investors Group offers a comprehensive package of financial planning services and investment products to its 
client base. This package includes a wide range of mutual funds, insurance, guaranteed investment certificates, annu- 
ities, mortgages, brokerage accommodation services for self-directed RRSP’s, RRIF’s, RESP’s, loans for registered 
investments, as well as other services. This comprehensive package of products and services is provided to the corpo- 
ration’s clients by its network of highly trained and well-supported representatives. As of the end of 1998, the corporate 
network of financial planning representatives totalled 3,774, as compared with 8,507 at the end of 1997. This signifi- 
cant increase primarily reflects a continuing improvement in the rate of retention of existing representatives, which has 
been experienced by the corporation during the past several years. In 1998, the retention rate for representatives, as 
a percentage of the total number of representatives, declined slightly from the prior year but was the second highest level 
of retention during the past 20 years. In addition, during the year the proportion of representatives with in excess of four 
years experience continued to increase. This proportion increased to 53 per cent from 49 per cent in the prior year. 

Investors Group derives its revenue from a range of sources, but primarily from management fees that are charged 
to its proprietary group of mutual funds for investment advisory and management services. The corporation also earns 
revenue from fees charged to its mutual funds for administrative services. These fees are generally based on the net asset 
values of the funds. Investors Group derives distribution revenue in connection with charges to its account holders for 
the distribution of its funds by the corporation’s group of financial planning representatives, as well as in connection with 
the distribution of insurance and brokerage products. Additional revenue is derived through investment certificate 
operations, mortgage operations, as well as through fees earned in connection with providing administrative services 
to various parties. 

During 1997, the corporation acquired a minority interest in Great-West Lifeco. This investment was made in con- 
nection with Great-West Life’s acquisition of LIG. The acquisition of LIG by Great-West Life, and the corporate alliance that 
has arisen as a result, provides Investors Group with the opportunity to enhance its capability to fully achieve the key objec- 
tives of its corporate strategy. Over time, the corporation should significantly enhance the distribution channel for its own 
investment fund products through the development of common systems and processes with Great-West Life and LIG. The 
corporation should also be in a position to realize a greater return on the investment that has been made in distribution, 
technology, and support. The alliance should also provide Investors Group with an opportunity to distribute a greater number 
of insurance-based products. Gost efficiencies will also be realized through the combination of certain back office 
functions and the establishment of common technological platforms across a wide range of operations. 


Summarized Financial Information 


(in millions of dollars) 1993 L9O7 Change 
% 
Sales of financial products and services 
Mutual funds 6,296 epee Ure) (3.3) 
Mortgage originations 959 1,002 (4.3) 
Deposits 78 94 (16.4) 
Insurance (annualized premiums) 19 14 303 
Net income 188 148 Le le a 
Assets under management 
Mutual funds 36,064 32,248 eee 
Corporate Lee O9 LS26'5 ee) 
Insurance in force (face amount) 14,548 ye AIA) Mots 
Mortgages serviced 8,144 4,157 95.9 
Common shareholders’ equity 851 147 P39 
Return on equity 23.8% 21.1% 
Per common share (in dollars) 
Earnings 0.89 0.70 Ph wi 
Dividends 0.38 0.30 Pee & 
Book value 4.03 3.54 13.8 
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In 1998, Investors Group achieved a record net income of $188.3 million, an increase of 27.7 per cent from 1997 earnings 
of $147.5 million. On a per common share basis, net income amounted to $0.89 in 1998, compared with $0.70 in 1997. 

Fee and investment income totalled $975.0 million, an increase of 14.5 per cent from 1997. Operating expenses 
incurred in the earning of fee and net investment income amounted to $605.3 million in 1998, compared with 
$547.5 million in 1997. Excluding commissions, these expenses, as a percentage of average assets under manage- 
ment, amounted to 0.73 per cent in 1998, compared with 0.74 per cent in 1997. This decline in the ratio of expenses to 
average assets reflects management's effective monitoring and control of expenses. 

Shareholders’ equity increased to $850.9 million as at December 31, 1998, from $747.2 million at December 31, 
1997. Return on average common equity was 23.8 per cent, compared with 21.1 per cent in 1997. 

During 1998, the quarterly dividend per common share was increased to 10.5 cents or 42 cents on an annualized basis. 
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Within the financial services sector, the mutual fund market has continued to assume a more prominent role. The 
mutual fund market itself has experienced substantial growth during the past decade. During 1998, industry assets under 
administration increased by $43.5 billion to $326.6 billion (as reported by the Investment Funds Institute of Canada). 
This rate of growth in assets reflects a continuation of significant levels of sales combined with relatively low rates of 
redemption. 

This rate of growth in assets is related to several factors, the most predominant of which is a continuing environ- 
ment of low interest rates. In addition, the positive impact of demographics on the financial services industry and 


the expansion in the number of financial services companies selling mutual funds has continued to fuel the popularity 
of mutual funds. 


During the year, sales of Investors Group’s mutual funds remained relatively consistent with 1997. Total sales in 1998 
of $6.3 billion represents the second highest level of sales in the history of the corporation, exceeded only slightly by sales 
of $6.5 billion in 1997. 

Equity and balanced mutual funds continue to be the most significant components of sales. To a large extent, this 
reflects individual investors’ continued desire to participate in equity markets in the longer term. However, during the 
year, the volatility in equity markets resulted in a slowing in the rate of growth in equity funds while balanced funds con- 
tinued to experience significant increases in sales during this period. This is a reflection of the desire of some investors 
to share in market growth while at the same time limiting risk. While sales of fixed income funds experienced significant 
erowth during the year, the levels of fixed income sales continue to lag behind those of equity and balanced funds by a 
substantial margin. 


REVENUES 


Fees Investors Group earns management and administration fee income and distribution revenue in the conduct of 
its core business activities, which are primarily related to the distribution and management of 62 mutual funds, includ- 
ing 9 funds which are managed by a subsidiary: MAXXUM Funds Management Inc. The corporation also derives fee rev- 
enue from the investment management and administrative services it provides to its other managed accounts. Total fee 
income rose to $855.8 million, an increase of $129.9 million or 17.9 per cent over 1997. 


MANAGEMENT FEES Management fee revenue is derived primarily from services provided to the corporation's 
mutual funds. Current annual fees for management services range between 1 per cent and 2.25 per cent. As manage- 
ment fee revenue is directly based on assets under management, fee revenue is positively impacted by increases in assets. 
During 1998, management fee revenue increased by $96.7 million, or 17.2 per cent, to $657.6 million. This increase in 
management fee revenue reflects the increase in mutual fund assets under management. 

A key aspect of achieving high levels of assets under management, and thereby providing stable levels of fee 
revenue, is to ensure that rates of redemption are maintained at low levels. During 1998, Investors Group’s funds 
experienced a redemption rate of 10.0 per cent. This rate is among the lowest in the industry and is substantially 
below the industry average of 30.0 per cent (excluding Investors Group). The low rate of redemption, combined with strong 
sales, resulted in the second highest level of net sales of mutual funds ever achieved by the corporation. 

Investment management is critical in ensuring that returns are maximized and that the asset values of fund port- 
folios are maintained at high levels, thereby enhancing management fee revenues. During 1998, investment management 
services provided reasonable preservation of capital in the corporation’s mutual funds despite the declines in the 
Canadian market and in other financial markets. 


ADMINISTRATION FEES The corporation provides administrative and related services to its group of mutual 
funds through its subsidiaries. During 1998, the corporation earned a total of $128.8 million in revenue in connection 
with the provision of administrative and related services, as compared with $105.9 million in 1997. This increase is mainly 
attributable to the increase in the levels of mutual fund assets under administration. 


DISTRIBUTION FEES Distribution fees are earned by the corporation in connection with the financial products it 
distributes and primarily in connection with mutual fund products. One component of these fees is redemption fees 
or back-end loads on equity, balanced, and fixed income funds, that are payable on a declining rate basis where clients 
redeem their investments within a prescribed period of time. The increase in distribution fees of $10.2 million in 1998 
is mainly attributable to revenues earned from the distribution of insurance products, which increased nearly 40 per cent 


during the year. 


Investment Income _ Investment income was $119.2 million in 1998. This represents 12.2 per cent of 
total gross revenue, as compared with 14.8 per cent in 1997. This percentage decline reflects the substantial increase 
in fee revenues during the year. Investment income includes interest and dividends earned on cash and short-term 
investments, marketable securities and mortgage loans, gains and losses on the sale of securities, as well as the cor- 
poration’s share of earnings of its affiliate. Interest expense consists of interest on deposit liabilities, certificates, and 
debt. 

Net investment income is the difference between investment income, excluding the share of earnings of affiliate, and 
interest expense. On a taxable equivalent basis, net investment income was $78.5 million in 1998, a decrease of 
$12.7 million or 14.0 per cent from $91.2 million in 1997. The primary reason for the decrease in net investment 
income was the decrease in average earning assets. Average earning assets were $1.28 billion in 1998, a decrease of 
$291 million or 18.5 per cent from 1997, primarily due to lower deposit levels. The investment margin was 6.13 per cent 
in 1998, which is an increase of 32 basis points from 5.81 per cent in 1997. This increase in the investment margin can 
be analyzed in two components. One of these is the proportion of earning assets that are funded by interest-bearing 
liabilities. A decrease in this proportion resulted in a 25-basis-point improvement in the investment margin. The second 
component is a higher investment spread, which accounted for an increase of 7 basis points. 


EXPENSES 


Commissions Expense _ The corporation incurs commissions expense in connection with the distribu- 
tion of its financial services products and primarily in connection with its proprietary mutual funds. Commissions are earned 
by the corporation’s financial planning representatives at the time clients invest in Investors Group’s financial services 
products. Therefore, the corporation’s commissions expense fluctuates with levels of sales to a significant extent. 
Commissions expense also comprises expenditures in connection with compensation provided to representatives for 
asset retention. This compensation is based on the levels of client assets that a representative maintains and services. 

In aggregate, commissions expense increased 8.8 per cent or $27.7 million to $340.9 million, as compared with 
$313.2 million in 1997. The primary reason for the increase in commissions expense during the year involved expen- 
ditures in connection with retention bonuses for the servicing of clients. These payments are based on the amounts of 
mutual fund assets held in client accounts. During the year, the average amount of mutual fund assets increased by 
17 per cent, resulting in a significant increase in this expense. 


Non-Commission Expenses Non-commission expenses totalled $264.4 million in 1998. This total 
includes expenditures of $24.8 million for the development and implementation of the corporation’s strategic initiatives 
and expenditures of $28.5 million for business process improvements. These expenditures included costs incurred in con- 
nection with a range of initiatives including the launch of additional products, the support and training of representa- 
tives, the improvement of levels of client service, and the establishment and promotion of the Investors Master Series™ 
and partner funds. Expenditures were also made in 1998 with respect to the acquisition of the MAXXUM group of 
mutual funds from London Insurance Group. This acquisition will allow the corporation to share its expertise and scale 
in the manufacturing and distribution of investment products so as to benefit both London Insurance Group and Great- 
West Life, as well as to realize certain strategic objectives. 


'™A trademark owned by Investors Group Inc. and licensed to its affiliated corporations 
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Investors Group’s holdings of securities decreased $22.8 million or 5.8 per cent to $370.0 million in 1998. The corpo- 
ration continually strives to ensure that its portfolio holdings are of the highest quality. In addition, the corporation seeks 
to manage the market and credit risks associated with securities portfolios. The market value of the corporation’s port- 
folio as at December 31, 1998 exceeds cost by $129.9 million as compared with $159.9 million in 1997. 

Mortgage loans decreased by $225.9 million, or 39.3 per cent, to $348.2 million during 1998 and represent 
19.4 per cent of total assets, in comparison with 32.5 per cent in 1997. At December 31, 1998, residential impaired loans 
totalled $2.0 million, or 0.52 per cent of the total mortgage portfolio, compared with $1.1 million, or 0.22 per cent at 
December 31, 1997. The corporation’s allowance for credit losses exceeded residential impaired loans by $5.1 million 
at December 31, 1998, compared with $5.7 million at December 31, 1997. 


TOFU REDE Tay aeAe NE Da CireAS Pal AG eee ES 1OrUmRaCEEES 


Investors Group’s liquidity requirements involve the financing of operations, the servicing of the corporation's debt and 
equity, and the provision of capital funding to its subsidiaries. In addition, the management of Investors Group wishes 
to maintain a certain level of liquidity in the event that attractive investment opportunities arise. In 1997, the corporation 
issued $125 million of unsecured debentures, maturing on December 13, 2027, with an interest rate of 6.65 per cent. 
The net proceeds from these debentures have been used for general corporate and investment purposes. 

A key aspect of liquidity for the corporation is the funding of mutual fund operations and, more specifically, the fund- 
ing of commissions paid to representatives. As a result of the reduction in front-end loads, a greater proportion of 
commissions expense must be funded primarily through revenues earned from the corporation’s main source of income, 
management fees. Generally within the industry, mutual fund companies fund commissions expense by using capital raised 
through the sale of limited partnerships or by raising capital in equity and debt markets. The corporation has a competitive 
advantage over many others in the industry because it can rely upon its strong financial position to address funding issues 
of this nature internally. The management of Investors Group feels that commissions expense can be adequately funded 
through management fee revenue earned on the mutual fund assets under management. 

Investors Group monitors capital adequacy on an ongoing basis. Common shareholders’ equity amounted to 
$850.9 million at December 31, 1998, or 47.3 per cent of total assets, as compared with 42.3 per cent at year-end 1997. 
The corporation maintains a conservative leverage ratio (total liabilities divided by shareholders’ equity); as at December 
31, 1998 it was 1.11, compared with 1.36 at year-end 1997. 

During 1998, both the Canadian Bond Rating Service (CBRS) and the Dominion Bond Rating Service (DBRS) main- 
tained their ratings of the corporation’s senior debt and certificate liabilities. The senior debt and liabilities were rated 
A+ Low by CBRS and A High by DBRS. These independent reviews further confirm the continuing quality of the corpo- 
ration’s balance sheet and the strength of its operating results. Management of Investors Group is confident that the cor- 
poration’s current capital resources are adequate and that they are able to support its activities during 1999. 


OUTLOOK 


Significant growth in the financial services and mutual fund industries has continued throughout 1998. Some analysts 
continue to forecast substantial growth for the mutual fund industry, as well as considerable growth for the financial ser- 
vices industry as a whole, throughout the remainder of this decade and well into the next decade. This view is supported 
by the presence of a number of factors including changes in investment habits, increasing ease of investment, concern 
over the adequacy of government-sponsored pension plans, and changing demographics. It is evident that an aging 
population is increasingly turning its attention to saving and investing. 


A critical aspect of the future outlook for the corporation involves a consideration of the competitive environment 
within the financial services and mutual fund industries. In addition to competition from other mutual funds, the corporation 
is increasingly in competition with investment alternatives offered by a number of other financial services organizations 
including banks, brokers, and life insurance companies. 

Clearly, the dominant competitive force in retail financial services is the banking industry. During 1998, banks 
continued to maintain a significant share of the mutual fund market. Money market fund assets continued to comprise 
a substantial portion of bank mutual fund assets, which is reflective, in part, of the process of disintermediation. 
However, the banks also continued to increase investment in non-money market funds. The management of Investors Group 
feels that the presence of the banks in the mutual fund industry has, and will continue to have, the ancillary effect of attract- 
ing conservative investors and depositors to mutual fund investments, thus accelerating the rate of growth for this 
industry as a whole. This, of course, has had a substantially positive impact on the corporation, which is strategically 
positioned to capitalize on changes in the saving and investing habits of Canadians. 

The management of Investors Group is of the view that the corporation can significantly enhance its competitive posi- 
tion in the mutual fund industry, and in financial services generally, through the offering of a broader range of financial 
products to its existing clients, as well as through increased diversification of its core products. The management of 
Investors Group believes that this strategy will result in increases in the rates of client retention, the development of 
new clients, and the maintenance of existing client relationships. In addition, this strategy will assist representatives 
in diversifying as well as increasing their incomes as a result of an expansion in relationships with clients. 

The corporation recognizes stock brokers, independent financial planners, and life insurance agents as key com- 
petitors. During 1998. brokers continued to expand their distribution network of financial products which includes a number 
of mutual funds and a broad range of other products. In addition, during the year, the expansion into Canada of several 
U.S. brokerage houses is an indication of increased competition in the market place. Mutual fund dealers have also been 
successful in expanding their distribution network and increasing their penetration of the advice-seeking market. 
Important developments in this area during the year involved the consolidation of a number of organizations into larger 
firms and the trend toward increased vertical integration whereby these organizations are developing increased man- 
ufacturing capabilities. While developments of this nature do represent challenges, the management of Investors Group 
is confident that its well-established network of financial planning representatives and its substantial capability in 
mutual fund manufacturing will continue to assist the corporation in maintaining its leading position in mutual funds and 
financial planning, and in advancing its position as a primary distributor of a range of financial products. 

The future outlook may also be affected by any corrections in domestic and international equity markets and by any 
increases in interest rates. During 1998, many equity markets experienced declines, particularly during the third 
quarter. This had the effect of slowing the demand for mutual funds during part of the year. However, in general, growth 
in the mutual fund market is expected to continue at a significant rate over the longer term. In addition, while any 
increases in interest rates could significantly impact both equity markets and mutual fund sales, the management of 
Investors Group believes that its representatives perform an effective role in periods of declining markets by encour- 
aging clients to assume a long-term investment outlook and continue to invest for the future. 

Declines in the values of equity markets could also result in increased redemptions in mutual funds. However, the 
management of Investors Group is of the view that the industry has performed an important role in educating mutual fund 
investors and in emphasizing the benefits of long-term investment. Redemption rates in the industry as a whole, exclud- 
ing money market funds, increased slightly during the year to 16.2 per cent. The redemption rate for the corporation's 
mutual funds remained relatively level at 8.3 per cent, despite the corrections which were experienced in some equity 
markets. The redemption rates for these funds remain among the lowest in the industry. The management of Investors 
Group feels that its financial planning representatives have performed a key role in maintaining low redemption rates. 
Representatives achieve this by educating and advising clients with regard to the value of a long-term investment 
strategy and the benefits of an appropriate level of diversification in their portfolios. 


INVESTORS GROUP ING: 
CONDENSED SUPPLEMENTARY FINANCIAL STATEMENTS 


December 31 (in millions of dollars) 1998 1997 


Condensed Statements of Earnings 
Gross revenue 


Fee income 856 726 
Investment income 119 126 
975 852 
Operating income 929 797 
Operating expenses 605 547 
Income before income taxes BDA KS) 
Income taxes 136 OW 
Net income 188 148 
Earnings per share (in dollars) 0.89 0.70 
Condensed Balance Sheets 
Cash and short-term investments SLO Seal 
Securities 370 393 
Investment in affiliate Dt || 265 
Mortgage loans 348 574 
Other assets 240 Dae 
Total assets 1,799 (Ps FOCN'S) 
Deposits and certificates on2 488 
Debentures and notes iow 264 
Other liabilities 34 266 
Shareholders’ equity 851 147 
Total liabilities and shareholders’ equity 15/99 17765 


INVESTORS GROUP ING: 


94 95 96 97 98 94 95 96 97 98 
0.40 0.46 0.56 0.70 0.89 19.4 22.2 27.9 34.0 37.9 
1.00 40 


35 
30 
25 
20 
15 


Earnings per share (in dollars) Consolidated assets and 
assets under administration 
(in billions of dollars) 


0.75 
0.50 
Gives effect to the 
subdivision of Investors Group's 
common shares 
0,25 


effective July 13, 1998. 


PARGESA HOLDINGS 3A~ 


Highlights of Operating Results Power Financial Corporation and the Frére group, of Charleroi, 
Belgium, each holds 50 per cent of Parjointco N.V. (Parjointco), a Dutch company and sole joint vehicle for their 
European investments. 

As at December 31, 1998, Parjointco held 61.2 per cent of the voting rights (1997 — 62.4 per cent) and a 54.7-per- 
cent equity interest (1997 — 55 per cent) of Pargesa Holding S.A. (Pargesa), the parent holding company of the Pargesa 
eroup. The shares of Pargesa are listed on the Swiss Exchange. 

At that same date, the carrying value of Power Financial Corporation’s interest in Parjointco was $1,240 million, 
compared with $892 million in 1997. This increase of $348 million represents Power Financial's share of the net earn- 
ings of Parjointco, foreign currency translation adjustments and other items, less dividends received. 

Pargesa, based in Geneva, Switzerland, holds an equity interest of 48.9 per cent (51.0 per cent voting interest) in 
Groupe Bruxelles Lambert S.A. (GBL). Based in Brussels, Belgium, GBL is listed on the Brussels, Paris, Amsterdam and 
Luxembourg stock exchanges. Since the amalgamation of Parfinance with Imétal, a company listed on the Paris Stock 
Exchange, Pargesa and GBL together hold the controlling interest of 53.3 per cent in Imétal. Pargesa also holds an 
84.5-per-cent interest in Orior Holding 8.A. (Orior), based in Vevey, Switzerland. Orior, a company primarily active in 
the food industry, is listed on the Swiss Exchange. 

The Pargesa group holds directly or through intermediary holding companies controlled by GBL, including Electrafina 
S.A. and Audiofina S.A., the group’s investments in various large European companies active in the communications, 
industrial, energy, utility and food sectors. 


Pargesa Holding S.A. 


December 31 (in millions) 1998 1997 

SF gi) SF go) 
Operating earnings 169 173 Ai 167 
Net earnings 846 868 731 698 


(1) Average Swiss franc to Canadian dollar: 1998 - 1.0258, 1997 - 0.9548 


Over the last few years, Pargesa has taken steps to: 

= focus on a limited number of selected industrial and services groups that are well positioned in their respective mar- 
kets and over which the group has full or joint control, or at least a significant interest, 

= streamline the corporate structure of the group while strengthening its financial position. 

As a result, the portfolio of investments has changed significantly. As discussed elsewhere in the report, several invest- 
ments were sold — for example, all of the group’s interests in the banking and financial services industry — while, in other 
instances, the equity interest in group companies was increased. Furthermore, new investments were made (Suez 
Lyonnaise des Eaux) and strategic alliances were forged (CLT-UFA). At the same time, cash resources increased 
significantly. As at year-end 1998, the net asset value of Pargesa (based on market prices for listed companies) could 
be summarized as follows: 


Pargesa — Net Asset Value (flow-through basis) 


As at December 31, 1998 (in millions of dollars) Market value % 
Suez Lyonnaise des Eaux (10.7 per cent — largest shareholder) 1,856 29.7 
PetroFina (22.6 per cent — largest shareholder) ‘” 1,388 DRS) 
Imétal (53.3 per cent — controlling shareholder) 956 15.3 
Audiofina (51.5 per cent — controlling shareholder) 868 13.9 
Orior Holding (84.5 per cent — controlling shareholder) 148 2.4 
Other assets 234 3.7 
Net cash and cash equivalents °) 1,148 18.3 
Long-term debt °) (345) (5.5) 
Total 6.208 100 


Note: Percentage of ownership denotes the cumulative interests of the subsidiaries and affiliates of Pargesa Holding 
S.A. as at December 31, 1998. 


(1) After completion of the Total/PetroFina transaction, the group would own 6.8 per cent of Total Fina. 
(2) Audiofina holds a 50-per-cent interest in CLT-UFA Holding. 
(3) Pargesa's share of net cash and cash equivalents or long-term debt. 


Net asset value per share stood at SF3,376 as at December 31, 1998; at the same time, market price was SF2,170 per 
share, which represents a discount of 36 per cent from net asset value. From an accounting standpoint, the transactions 
referred to above have resulted in a reduction in the number of investments accounted for under the equity method and 
in an increase in dividend (as Suez Lyonnaise des Eaux is accounted for at cost, as will be Total Fina in 1999) and inter- 
est income. The group also recorded significant capital gains ($1,342 million in aggregate, between 1996 and 1998). 


Pargesa Group Supplementary Financial Information 


As at December 31, 1998 (in millions of dollars) Sy 


GROUPE 
PARGESA BRUXELLES ORIOR 
HOLDING S.A. LAMBERT S.A. HOLDING S.A. 
Gash and temporary investments 7? 307 8145 AD 
Long-term debt eae! LOT 
Shareholders’ equity 4,430 6,429 190 
Market capitalization 4,019 fowls} Aes) 


(1) Foreign currencies have been converted into Canadian dollars at the year-end rate. 


(2) Net of financial debt due within one year. 
(3) Including net cash and temporary investments of Audiofina S.A. and Electrafina S.A., which amounted to $1,152 million at December 31, 1998. 


(4) Including convertible bonds issued in 1998 by GBL, for an amount of $410 million. 


Pargesa’s operating earnings totalled SF169 million in 1998, compared with SF175 million in 1997. Taking into account 
the increase of approximately 7 per cent in the average value of the Swiss franc against the Canadian dollar, Power 
Financial's share of its European affiliate’s operating earnings, expressed in Canadian currency, was $46 million in 1998, 
compared with $48 million in 1997. 

The slight decline in Pargesa’s operating earnings in 1998 is primarily related to the termination of the contribu- 
tions from Banque Bruxelles Lambert (disposed of in December 1997) and Royale Belge (disposed of in May 1998) and, 
to a lesser extent, of the dividends from the investments in Paribas and AXA, also disposed of in 1998. These factors were 
partially offset by growth in the contributions from Imétal and PetroFina, leveraged by the increase in the group's 
economic interest in these companies, and the rise in investment income including, specifically, the dividend received 
from Suez Lyonnaise des Eaux. 

Net gains recorded in 1998 (SF677 million) result primarily from the disposal of Pargesa’s interests in Royale-Venddme 
(the intermediary holding company that controlled the interest in Royale Belge), AXA and Paribas securities, and on the 
sale of the ING securities received when Banque Bruxelles Lambert was disposed of in December 1997. 

In the first quarter of 1998, Parfinance, a holding company of the group in France, disposed of its interests in Paribas 
and AXA for gross proceeds of $710 million and pre-tax capital gains of $210 million. In June 1998, Parfinance distributed 
a total dividend of $620 million to its shareholders (88 per cent of which was distributed to Pargesa and GBL) before being 
amalgamated with its subsidiary, Imétal. The cash contributed by Parfinance to Imétal in the context of this amalgamation 
amounted to $250 million. The group’s interest in Imétal is now held jointly and directly by Pargesa and GBL. At the end 
of 1998, Pargesa’s economic interest in Imétal was 40.0 per cent, compared with 36.8 per cent in 1997. 
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In 1998, Imétal once again saw an increase in its sales and operating results, primarily as a result of strategic decisions 
taken in the last few years to promote internal and external growth. In France, the division that processes minerals for 
the construction market, especially the manufacture of terracotta tiles, benefited from an increase in new individual hous- 
ing starts. Activity in the industrial minerals processing division, meanwhile, was bolstered by acquisitions made over 
the last few years. 

In January 1999, Imétal initiated a takeover bid for all the shares of English China Clays plc, listed on the London 
Stock Exchange, valuing that company at $1.9 billion. The acquisition, subject to approvals by the competent authorities, 
will make Imétal a world leader in white pigments, including kaolin and calcium carbonate, for the pulp and paper, chemical 
and ceramics industries. 
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GBLs investments are held directly or mainly through Electrafina S.A. and Audiofina S.A, 

In May 1998, GBL sold its 25.1-per-cent interest in Royale-Vendéme to AXA. Part of the transaction was settled in 
cash and the balance in AXA shares, which were disposed of in the market. In the end, the total cash generated by the 
sale of the interest in Royale-Venddme amounted to $1.2 billion. 

As part of this transaction, GBL also redeemed 9.8 per cent of its own shares from AXA for $600 million. A portion 
of the redeemed shares was used as security for the issuance of a convertible bond in the amount of $410 million, the 
balance was delivered on the exercise of GBL warrants issued in 1994 and maturing in 1998. 

In June 1998, GBL increased its interest in Electrafina by purchasing 24.4 per cent of the share capital held by Vivendi 
for an amount of $1.7 billion. At the end of 1998, GBL's interest in Electrafina stood at 76.8 per cent and has been fur- 
ther increased during the first quarter of 1999 to 78.8 per cent for an amount of $130 million. 

On December 1, 1998, five shareholders of PetroFina S.A., including Electrafina, announced their intention to 
contribute all of their PetroFina shares, or 41 per cent of PetroFina’s share capital, to the French company Total in order 
to create the group Total Fina, which would become the third largest oil company in Europe and the fifth largest in the 
world. These contributions and the principle of an exchange offer for all PetroFina securities were approved at the January 
14, 1999 Total shareholders’ meeting. This transaction should be completed in the second quarter of 1999. Assuming that 
all of PetroFina’s shares are tendered in the exchange offer, the Pargesa group, with 6.8 per cent of the share capital, 
would be the principal shareholder of the newly formed company. 

During 1998, GBL disposed of the aggregate of its ING securities, received when Banque Bruxelles Lambert was sold 
in December 1997, for $1.8 billion, resulting in a gain of $360 million. GBL’s holdings in Groupe Jean Dupuis, Bernheim 
Comofi, Transcor, Distripar, Dewaay, Fibelpar, Havas and Banque Artesia were also disposed of in 1998, for a total of 
$910 million. 

PetroFina reported a slight increase in recurring earnings in 1998. Net earnings were affected by factors such as 
inventory write-downs and accelerated depreciation on certain assets. This operational performance was achieved in 
a macroeconomic context that saw crude oil prices decrease 33 per cent and American natural gas prices fall almost 
2D) HS CMe, 

CLT-UFA, for its part, practically doubled its operating earnings from established television and radio station 
networks. In addition, the company recorded significant expenses related to the start-up of new television and radio 
operations, including Channel 5 in Great Britain and the digital version of Premiere in Germany. Start-up expenses are 
charged directly to earnings and are not capitalized. In March 1999, CLT-UFA announced that it had reached an agree- 
ment with the German group Kirch to sell a significant portion of its interest in Premiére’s share capital to this group 
for an amount of $1.3 billion; CLT-UFA would retain 5 per cent of Premiére. 

Given the group's present ownership interest, the contribution of Suez Lyonnaise des Eaux to the group's results is 
recorded only on the basis of dividends received. In 1998, Suez Lyonnaise des Kaux experienced new accelerated 
growth in its core businesses, particularly at the international level, which, combined with various disposals and efforts 
to simplify its structures, resulted in an appreciable increase in earnings. During the year, the group invested a further 
$360 million in Suez Lyonnaise des Eaux to bring its interest in that company to 10.7 per cent of the capital as at 


December 31, 1998. 


OUT LE OOK 


The Pargesa group intends to continue to focus its activities on a small number of large Europe-based businesses. It wants 
to concentrate on developing these businesses from a strategic standpoint while simplifying and consolidating its own 
financial structure. With combined cash resources of $3.4 billion as at December 31, 1998, the Pargesa group is well 
positioned to capitalize on any new long-term investment opportunities which may arise. 


Composition of Pargesa’s Net Earnings 


As at and for the year ended December 31 (in millions of dollars) 


CUMULATIVE PARGESA'S CONTRIBUTIONS 
EQUITY ECONOMIC TO PARGESA’S EARNINGS 
INTEREST INTEREST 1998 1997 
% % $ % S: 
Contribution from 
Principal Holdings 
« Equity accounted 
Imétal (industrial) Dione 40.0 65 OL oye a4 
PetroFina (oil and gas) 22.6 8.5 De B1 45 oF 
CLI-UFA (communications) 50.0 9.5 (6) (4) (6) (3) 
« Non-consolidated 
Suez Lyonnaise des Kaux 
(public services) ORZ 4.0 12 7 8 5 
= Sold 
Royale Belge (sold in May 1998) ?? ©? 15 9 al 13 
Paribas, AXA-UAP (sold in March 1998) 9 5 
BBL (sold in December 1997) 28 16 
139 80 RST 94 
Other companies subject to 
equity accounting Dial WZ 18 fheil 
Operating earnings from holding 
companies, net of goodwill ie 8 (8) (5) 
Earnings, before capital gains, net 1738 100 167 100 
Capital gains, net 695 Sil 
Net earnings 868 698 
Average currency rate 1.0258 0.9548 


(1) Converted into Canadian dollars based upon average exchange rates. 


(2) Excluding gains on sale of BBL (in 1997); contribution to Pargesa's earnings includes Royale-Vendéme's corporate activities. 
(3) Equity accounted. 
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POWER FINANCIAL CORPORATION 


CONSOLIDATED BALANCE SHEETS 


As at December 31 (in millions of dollars) 


Assets 
Cash and temporary investments 


Investments (Note 3) 
Shares 
Bonds 
Mortgages and other loans 
Real estate 


Investment in affiliate, at equity (Note 4) 
Other assets (Note 5) 


Liabilities 
Policy liabilities 
Actuarial liabilities (Note 6) 
Other 
Deposits and certificates 
Long-term debt (Note 7) 
Other liabilities (Note 8) 


Non-controlling interests (Note 9) 


Shareholders’ Equity 
Stated capital (Note 10) 
Preferred shares 
Common shares 
Retained earnings 
Foreign currency translation adjustments 


Approved by the Board of Directors 


Jd Dao{ 


Director 


50, 


.450 


550 
043 


,619 


460 


yd 
58, 


033 


Director 


48, 


314 
488 
979 

881 

240 


Nw 
—] 
Nh 


582 
539 
144 
215 
480 
992 


CONSOLIDATED STATEMENTS OF EARNINGS 


For the years ended December 31 (in millions of dollars) 1998 1997 

Revenues 

Premium income 9,237 4,587 

Investment income 3,012 2,030 

Fee income 1,858 1,429 
14,767 8,351 


Expenses 
Paid or credited to policyholders and 
beneficiaries including policyholder 


dividends and experience refunds 10,680 ea gas 
Commissions and operating expenses 2,169 17802 
Interest expense 88 15 
13,537 7,600 
1,230 vb 

Share of earnings of affiliate (Note 4) 46 
Other income, net (Note 12) | 8 PAG 
Earnings before income taxes and non-controlling interests 1,449 319 
Income taxes (Note 13) 483 114 
Non-controlling interests (Note 9) 288 102 
Net earnings 678 603 


Earnings per common share 156d 1270 


POWER FINANCIAL CORPORATION 


CONSOLIDATED STATEMENTS OF RETAINED EARNINGS 


For the years ended December 31 (in millions of dollars) 


Retained earnings, beginning of year — as previously reported 
Share of impact of changes in accounting policies of 
Great-West Lifeco Inc. (Note 2) 


As restated 
Add 
Net earnings 
Discount on redemption of First Preferred Shares 1969 Series 


Deduct 
Dividends 
Preferred shares 
Common shares 
Reduction due to capital transactions 


Retained earnings, end of year 


1998 
2,144 


CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 


For the years ended December 31 (in millions of dollars) 


Operations 
Net earnings 
Non-cash charges (credits) 
Increase (decrease) in policy liabilities 
Decrease (increase) in funds withheld by ceding insurers 
Amortization and depreciation 
Deferred income taxes 
Non-controlling interests 
Other 


Cash from operations 


Dividends Paid 
Non-controlling interests 
Preferred shares 
Common shares 


Financing Activities 

Issue of preferred shares 

Repurchase of preferred shares 

Repurchase of preferred shares by a subsidiary 

Repayment of long-term debt, commercial paper and other loans 
Issue of long-term debt 

Decrease in deposits and certificates 

Other 


Investment Activities 

Disposal (acquisition) of investments — net 

Investment in London Insurance Group Inc. net of cash and 
temporary investments at date of acquisition 


Increase in cash and temporary investments 
Cash and temporary investments, beginning of year 


Cash and temporary investments, end of year 


1998 


678 
1,684 


(1,235) 
75 


POWER FINANCIAL CORPORATION 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


12 SUM MAR Y" O BSG NTE WC AN TA CxCyO RUN I NtG SPO UE CheEys 


The consolidated financial statements have been prepared in accordance with generally accepted accounting principles 
in Canada and include the accounts of the Corporation and its subsidiaries. 

The preparation of financial statements in conformity with generally accepted accounting principles requires 
Management to make estimates and assumptions that affect the amounts reported in those statements and accompa- 
nying notes. The reported amounts and note disclosures are determined using Management's best estimates based on 
assumptions that reflect the most probable set of economic conditions and planned courses of action. Actual results may 
differ from such estimates. 

The principal operating subsidiaries are: Great-West Lifeco Inc. (“Lifeco”) (direct interest of 76.9%, 1997 — 
76.8%), which holds 99.6% (1997 — 99.5%) of the common shares of The Great-West Life Assurance Company (“Great- 
West”), which in turn holds 100% of the common shares of London Insurance Group (“LIG”) and 100% of the common 
shares of Great-West Life & Annuity Insurance Company, and Investors Group Inc. (“Investors Group”) (interest of 
67.4%) which holds 4.3% (1997 — 4.3%) of the common shares of Lifeco. The Corporation accounts for its investment 
in its affiliate using the equity method. 


Investments _ Investments, other than those held by Great-West, are accounted for as follows: Investments in 
shares are carried at cost; where there has been a loss in value that is other than a temporary decline, a write-down is 
made to recognize the loss. Bonds, mortgages and other loans are valued at amortized cost plus accrued interest less 
provisions for losses. Real estate investments are valued at cost less provisions for losses. 

Investments held by Great-West are accounted for as follows: 

Investments in shares (equity securities) are carried at cost plus a moving average market value adjustment of $7 mil- 
lion (1997 — $13 million). The carrying value is adjusted towards market value at a rate of 15% per annum. Net real- 
ized gains and losses are included in Net deferred gains on portfolio investments sold and are amortized to earnings at 
15% per annum on a declining balance basis. Market values for public stocks are generally determined by the closing 
sale price of the exchange on which the security is principally traded. Market values for stocks for which there is no active 
market are determined by management. 

Investments in bonds and mortgage loans (debt securities) are carried at amortized cost net of any allowance for 
credit losses. The difference between the proceeds on the sale of a debt security and its amortized cost is considered to 
be an adjustment of future portfolio yield. Net realized gains and losses are included in Net deferred gains on portfolio 
investments sold and are amortized over the period to maturity of the security sold. 

Investments in real estate are carried at cost net of write-downs and allowances for loss, plus a moving average market 
value adjustment of $28 million (1997 — $37 million). The carrying value is adjusted toward market value at a rate of 
10% per annum. Net realized gains and losses are included in Net deferred gains on portfolio investments sold and are 
amortized to earnings at 10% per annum on a declining balance basis. Market values for all properties are determined 
annually by management based on a combination of the most recent independent appraisal and current market data 
available. Appraisals of all properties are conducted at least once every three years by qualified appraisers. 

Other loans, which include loans to policyholders, are shown at their unpaid balance and are fully secured by the 
cash surrender values of the policies. 


Income Taxes _ Income taxes are accounted for using the deferral method of income tax allocation. Under 
this method, a provision for deferred income taxes arises as a result of differences in the timing of income recognition 
for financial statement and income tax purposes. The major timing differences relate to portfolio investments, provision 
for future policy benefits and the amortization of capital assets. 
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (conrtinuep) 


Actuarial Liabilities Actuarial liabilities of Great-West represent the amount which, together with 
estimated future premiums and investment income, will be sufficient to pay estimated future benefits, dividends 
and expenses on policies in force. Actuarial liabilities are determined using generally accepted actuarial practices, 
according to standards established by the Canadian Institute of Actuaries. In accordance with these accepted practices, 
annuity reserves and LIG’s group life and health claim reserves have been established using cash flow valuation tech- 
niques. All other reserves have been determined using the policy premium method. 

In the computation of actuarial liabilities, valuation assumptions have been made regarding rates of mortality/morbidity, 
investment returns, levels of operating expenses and rates of policy termination. The valuation assumptions use best 
estimates of future experience together with a margin for misestimation and experience deterioration. These margins 
have been set in accordance with guidelines established by the Canadian Institute of Actuaries and are necessary to pro- 
vide reasonable assurance that the reserves are adequate to cover a range of possible outcomes. Margins are reviewed 
periodically for continued appropriateness. 


Goodwill Goodwill, being the difference between the cost of the investment in subsidiaries and affiliate and the 
fair value of the underlying net assets at the dates of acquisition, is amortized over periods not exceeding forty years using 
the straight-line method. The Corporation reviews the value assigned to goodwill to determine if it has been permanently 
impaired in value by conditions affecting the subsidiaries and affiliate, using projections of future earnings and cash flow 
of the related subsidiaries and affiliate. Management is of the opinion that there has been no reduction in the value assigned 
to goodwill. 


Funds withheld by Ceding Imsurers Under certain forms of reinsurance contracts, it is customary 
for the ceding insurer to retain the assets on the underlying insurance policy. 

Repurchase Agreements _ Great-West enters into repurchase agreements with third-party broker- 
dealers in which Great-West sells securities and agrees to repurchase substantially similar securities at a specified 
date and price. Such agreements are accounted for as investment financings. 

Derivative Financial Instruments _ The Corporation and its subsidiaries use derivative prod- 
ucts as risk management instruments to hedge or manage asset and liability positions within guidelines approved by 


management. 
The accounting policies used for derivative financial instruments used for hedging correspond to those used for the 


underlying hedged position. 
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1. SUMMARY OF SIGNIFIGANT AGCGOUNTING POLI GIES: (continues) 


Foreign Currency Translation _ All assets and liabilities denominated in foreign currency are 
translated into Canadian dollars at exchange rates prevailing at the balance sheet date for monetary items and at 
exchange rates prevailing at the transaction dates for non-monetary items. The Corporation and its subsidiaries follow 
the current rate method of foreign currency translation for their net investments in self-sustaining foreign operations. 
All income and expenses are translated at average rates prevailing during the year. Exchange gains and losses are included 
in earnings except those related to self-sustaining operations and financing related thereto, which are deferred in the 
shareholders’ equity section of the balance sheet. 


Pension Plans and Other Post-Retirement Benefits _ The Corporation and its sub- 
sidiaries participate in funded defined benefit pension plans for certain employees and agents and unfunded supplementary 
employee retirement plans for certain executive officers. Direct contributions are being made to the funded pension plans 
and current service costs are being charged to earnings. The actuarially determined cost of the unfunded supplemen- 
tary employee retirement plans is being charged to earnings over the estimated service life of the officers covered by 
the plans. 

The Corporation and its subsidiaries also provide post-retirement health and life insurance benefits to eligible 
retirees, the cost of which is recognized as incurred. 


Comparative Figures Certain of the 1997 amounts presented for comparative purposes have been 
reclassified to conform with the presentation adopted in the current year. 


2 G HUAN GEIS 1 N VATGIG O UN © EN'G SE Oe TG ess 


(a) In 1997, Lifeco adopted the new requirements of the CICA on Income Taxes, the major impact of which is the non 
discounting of future income taxes. This change in accounting policy has been applied retroactively with no restate- 
ment of prior years’ financial statements. As a result of this change future income taxes receivable were increased 
by $22 million, and actuarial liabilities were increased by $34 million. 

(b) In order to comply with Accounting Guideline #9 issued by the CICA in 1997, Lifeco: 

(i) wrote down the carrying value of the real estate portfolio by $75 million as the decline in value was determined 
to be other than temporary when considered separately from the equity portfolio and increased future income 
taxes receivable by $30 million. This change in accounting policy has been applied retroactively with no 
restatement of prior years’ financial statements. 

(ii) adopted the accrual method of determining the portion of the operating income of participating policyholders 
to which shareholders are entitled. This change in accounting policy has been applied retroactively with no 
restatement of prior years’ financial statements. 

The Corporation's share of the above changes amounts to $36 million and is reflected in the Consolidated Statements 

of Retained Earnings. 
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Sree Nini HES Maen als 
(in millions of dollars) 


CARRYING VALUE 
HELD BY THE 


CORPORATION ESTIMATED 
HELD BY AND OTHER MARKET 
GREAT-WEST SUBSIDIARIES TOTAL VALUE 

1998 
Shares 792 ns eit 1,303 1,475 
Bonds 30,834 30 30,867 C2207 
Mortgages and other loans 15,461 348 15,809 16,236 
Real estate 18072 9 1,081 1,183 
48,159 901 49,060 Di,ilod 

¥9.9\7 
Shares 190 546 Pareare ne) ih el ONe) 
Bonds 28), 8.0/6 24 oY o)t00) Dai Ns eee) 
Mortgages and other loans 16.047 074 16,621 OER 
Real estate 1,440 9 1,449 sbibal 
46,583 il salene’ 47,136 49,437 


Term to Maturity and Interest Range of Bonds and Mortgage Loans 
(in millions of dollars) 


EFFECTIVE 

1 YEAR OVER INTEREST RATE 

OIRLESS 1=5 YEARS 5 YEARS TOTAL RANGES 

1998 % 

Bonds Bh ao 8,265 19,879 30,867 3.4-13.8 

Mortgage loans 1,889 5,607 An RNS) 10,205 4.0-14.5 
Eg 917 

Bonds LOT 9,124 sei) 20,000 3.5-16.4 

Mortgage loans Phe a? 6,200 2,946 11,468 o.0—15.5 


Other loans, which consist of loans to policyholders of $5,604 million (1997 — $5,158 million), do not have a fixed 
term. They have interest rates ranging from 5% to 8% (1997 — 5% to 8%). 


Included in investments are the following: 


Impaired Loans 


(in millions of dollars) 1998 1997 
Bonds 4 ) 
Mortgage loans 61 89 
Foreclosed real estate Bil 65 

102 168 


Impaired loans include non-accrual loans and foreclosed real estate held for sale. Bond and mortgage investments are 

reviewed on a loan by loan basis to determine impaired status. Loans are classified as non-accrual when: 

(1) Payments are 90 days or more in arrears, except in those cases where, in the opinion of management, there is 
justification to continue to accrue interest; or ad | 

(2) The Corporation no longer has reasonable assurance of timely collection of the full amount of the principal and interest 


due; or 
(3) Modified/restructured loans are not performing in accordance with the contract. 
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3. INVESTMENTS continueo) 


Where appropriate, provisions are established or write-offs made to adjust the carrying value to the net realizable 
amount. Wherever possible the fair value of collateral underlying the loans or observable market price is used to 
establish net realizable value. 


Allowance for Credit Losses 


(in millions of dollars) J 1998 : 1997 
Bonds 22 2G) 
Mortgage loans 187 176 
Foreclosed real estate ae : -. 1 — | 

PAV) 197 


Changes in the Allowance for Credit Losses 


(in millions of dollars) 1998 1997 
Balance, beginning of year TOW 178 
Provisions for credit losses ike Dees 
Recoveries 9 5 
Write-offs (18) (33) 
Other 9 24 
Balance, end of year DA) She 


The allowance for credit losses includes general provisions, established at a level that, together with the provision for 
future credit losses included in actuarial liabilities, reflects Great-West’s and Investors Group’s estimates of potential 
future credit losses. 

Investments in real estate include an asset value allowance, which provides for deterioration of market values 
associated with real estate held for investment amounting to $38 million (1997 — $38 million). 

Also included in mortgages and other loans are modified/restructured loans that are performing in accordance with 
their current terms amounting to $409 million (1997 — $444 million). 

The balance of net deferred gains (losses) on portfolio investments sold comprise the following: 


(in millions of dollars) 1998 1997 
Shares 490 543 
Bonds Bow bs 
Mortgage loans 64 D 
Real estate 1d 16 

1,422 L200 


Investment income includes the amortization of net deferred realized gains on portfolio investments and of net 
unrealized gains on shares and real estate investments of $227 million (1997 — $144 million). 
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(in millions of dollars) 1998" 1997" 
PARJOINTCO N.V 

Carrying value, beginning of year 892 868 
Share of earnings 46 43 
Share of gains on disposal of long-term investments, net 2) 174 148 
Foreign currency translation adjustments 166 (97) 
Amortization of goodwill (6) (5) 
Dividends (32) (30) 
Carrying value, end of year 1,240 892 
Share of equity, end of year 1,186 824 


(1) Parjointco N.V., 50% held by the Corporation, held a voting interest of 61.2% (1997 — 62.4%) and an equity interest of 54.7% (1997 - 55.0%) 
in Pargesa Holding S.A. 
(2) After deduction of goodwill associated with investments sold. 


DT OMOE ERSFACS S Buns 


(in millions of dollars) 1998 1997 
Dividends and interest receivable 8} 691 
Premiums in course of collection 378 409 
Deferred income taxes 208 276 
Goodwill, net of amortization 1,680 Lo 
Funds withheld by ceding insurer 2 ATA 939 
Other, including fixed assets, net of accumulated depreciation 892 Leek 

6,068 4 787 


6) (AG TeUCATR TAC EAS Beh sa es 


The composition of actuarial liabilities is as follows: 


(in millions of dollars) 1998 1997 
Individual — Life 18,147 16,009 
— Annuity 6,436 1.286 
— Health 178 172 
Group — Life Out 652 
— Annuity 9,106 9,578 
— Health PARES Ge 2,061 
Reinsurance 4,212 2,814 
Property & casualty 10 6 


41,128 38,578 
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(in millions of dollars) ; 1998 1997 
Power Financial Corporation 

Exchangeable debentures, due April 30, 2014 “” 167 167 
7.65% debentures, due January 5, 2006 “” 150 150 
Investors Group Inc. 

10.65% debentures 1989 series, due June 15, 1999 100 100 
6.65% debentures 1997 series, due December 13, 2027 LAS 125 


London Insurance Group Inc. 
First mortgages secured by real estate and limited recourse mortgages 


at interest rates from 6.4% to 11.4% maturing at various dates to 2012 145 280 
Other notes payable at interest rates from 4.3% to 9.0% 39 4] 
9.375% Senior debentures due January 8, 2002 unsecured 100 100 
6.875% Senior debentures due September 15, 2005, unsecured (U.S. $7) te 11 

837 979 


(i) Exchangeable debentures, due April 30, 2014, bear interest at an annual rate equal to the rate represented by the 
dividend paid on common shares of BCE Inc. divided by $19.25, plus 1%. The debentures are redeemable prior to 
maturity at the option of the Corporation at a price equal to the principal amount together with accrued and unpaid 
interest; the redemption price may be satisfied by the delivery of up to 8,691,122 common shares of BCE Inc. or cash, 
at the debenture holders’ option. The BCE Inc. shares are included in Investments-Shares at a cost of $18.875 per 
share (market value, 1998 — $57.85, 1997 — $47.65). 

(ii) These debentures were effectively converted into a Swiss franc denominated debt (SF127,518,490) bearing inter- 
est at 4.43% payable semi-annually through a ten-year cross-currency swap transaction. The carrying value of this 
swap transaction is included in Other assets. 

Interest expense on long-term debt amounted to $65 million (1997 — $39 million). 

The maximum aggregate amount of principal payments on long-term debt in each of the next five years is as 

follows: $102 million in 1999; $7 million in 2000; $23 million in 2001; $148 million in 2002; and $37 million in 2008. 


Op ON Nie Eel Hyp ROM Le Te eb li Tene Te Tian 


(in millions of dollars) 1998 1997 
Accounts payable and accrued liabilities De AQT Daal 
Commercial paper and other loans 305 374 
Dividends and interest payable 58 48 
Income taxes payable 146 249 
Repurchase agreements 374 708 
Net deferred gains on portfolio investments sold (Note 8) 1,422 ea all 


Ae 12 4,881 
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9. NON-CONTROLLING INTERESTS 


(in millions of dollars) 1998 

Non-controlling interests include: 
Participating policyholders of Great-West Loan 
Preferred shareholders of subsidiaries OES) 
Common shareholders of subsidiaries 890 
By UNO) 


Earnings attributable to non-controlling interests include: 
Earnings of Great-West attributable to participating 


policyholders 66 
Dividends to preferred shareholders of subsidiaries rel 
Earnings of subsidiaries attributable to common 

shareholders 151 

288 


IOS, SVP aera ia) GN Ta Te ae ON Te, 
Authorized 


First preferred shares, issuable in series — unlimited 
second preferred shares, issuable in series — unlimited 
Common shares — unlimited 


Issued and Outstanding 


1998 
NUMBER STATED NUMBER 
OF SHARES CAPITAL OF SHARES 

(in millions) 

Preferred Shares 

Series A First Preferred Shares (i) 4,000,000 100 4,000,000 
Series B First Preferred Shares “” 6,000,000 150 6,000,000 
Series CG First Preferred Shares "" 6,000,000 150 6,000,000 
Series D First Preferred Shares “Y 6,000,000 150 6,000,000 
First Preferred Shares 1969 Series {207,152 

HO) 
Common Shares’ 346,579,998 548 345,591,052 


1997 


1,264 
i248 

789 
Bre le 


(18) 
46 


74 
102 


1997 


STATED 
CAPITAL 


(in millions) 


(i) The Series A First Preferred Shares are entitled to an annual cumulative dividend at a floating rate equal to 70% 


of the prime rate of two major Canadian chartered banks and are redeemable at $25 per share. 


(ii) The Series B First Preferred Shares are entitled to a $1.75 annual non-cumulative dividend. Such shares are 
redeemable by the Corporation on or after February 28, 2008 (i) in cash, at a price per share of $25, or (ii) by the 
conversion of each such share to be redeemed into that number of common shares determined by dividing $25 by 

~ the greater of $3.00 and 95% of the weighted average trading price of the common shares at such time. On or after 
August 31, 2003, subject to the right of the Corporation to convert into a further series of preferred shares, to selest 
for cash or to find substitute purchasers for such shares, each preferred share will be convertible at the option of 
the holder into that number of common shares determined by dividing $25 by the greater of $3.00 and 95% of the 


weighted average trading price of the common shares at such time. 
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(iii) The Series C First Preferred Shares are entitled to a fixed 5.20% annual non-cumulative dividend. Such shares are 
redeemable by the Corporation on or after October 31, 2007 in cash, at $26.00 per share if redeemed within the 
twelve months commencing October 31, 2007, declining by $0.20 per share for each subsequent twelve-month period 
thereafter to October 31, 2011, $25.20 if redeemed on or after October 31, 2011 and before July 31, 2012 and $25.00 
if redeemed on or after July 31, 2012. On or after July 31, 2012, the Corporation may convert each Series C First 
Preferred Share into that number of common shares determined by dividing $25 by the greater of $3.00 and 95% 
of the weighted average trading price of the common shares at such time. On or after October 31, 2012, subject to 
the right of the Corporation to convert into a further series of preferred shares, to redeem for cash or to find 
substitute purchasers for such shares, each preferred share will be convertible at the option of the holder into that 
number of common shares determined by dividing $25 by the greater of $3.00 and 95% of the weighted average 
trading price of the common shares at such time. 


(iv) The Series D First Preferred Shares are entitled to a fixed 5.50% annual non-cumulative dividend. Such shares are 
redeemable by the Corporation on or after January 31, 2013 in cash at a price per share of $25. 


(v) During the year, the Corporation redeemed all outstanding First Preferred Shares 1969 Series for a cash consideration 
of $31 million. 


(vi) After giving effect to a two-for-one subdivision. 


~S 


(vii) A total of 11,171,854 common shares have been reserved for issuance pursuant to the Employee Stock Option Plan. 
Options were outstanding at December 31, 1998 to purchase, until April 30, 2007, up to an aggregate of 6,771,054 
(1997 — 7,760,000) shares, at various prices ranging from $4.4475 to $13.31875 per share. During the year, 
988,946 (1997 — 2,333,200) shares were issued under this Plan for an aggregate consideration of $4 million 


(1997 — $11 million). 


i PB EONS LON SPAN S AGN, DS Ovl EH BE Re POF eS Ry Bat eRe be Me BeN ings Bebe Nea belaians 


The Corporation and its subsidiaries maintain funded defined benefit pension plans which cover certain employees 
and agents. As at December 31, 1998, the present value of the accrued pension obligations was $1,247 million 
(1997 — $1,174 million) and the approximate present value of the pension fund assets available to meet these obligations 
was $1,533 million (1997 — $1,460 million). The actuarially determined obligations of the unfunded supplementary 
employee retirement plans as at December 31, 1998 were $33 million (1997 — $29 million) and the accrued cost to that 
date was $32 million (1997 — $27 million). 

The current period charge for other post-retirement benefits provided by the Corporation and its subsidiaries was 
$10 million (1997 — $2 million). 
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(in millions of dollars) 1998 1997 
Share of Pargesa gains on disposal of long-term investments, net 4 113 
Gain resulting from dilution of the Corporation's interest in Lifeco 175 
Provision for integration costs (250) 
Other (1) (13) 
Vid 20 


1S NYC OuM El ASXenS 


1998 1997 
The following table reconciles the statutory and effective tax rates: 
Combined basic Canadian federal and provincial tax rates 44.6% 45.2% 
Dividend income (2.2) (3.7) 
Equity in net earnings of affiliated company (A) CUONG) 
Lower effective tax rates on income not subject to tax in Canada (ot) (6.7) 
Decrease in the income tax rate resulting 
from prior years’ adjustments (0.5) (4.4) 
Miscellaneous including large Corporation’s tax 3.6 (5.9) 
33.3% 13.9% 


14. SIGNIFICANT EVENTS OF 1997 


Business Acquisition During November and December 1997, Lifeco purchased through 
Great-West 100% of the issued and outstanding common shares of LIG for a total consideration of $2,946 million 
including acquisition costs, made up of a combination of $1,829 million cash, $569 million preferred shares of Lifeco and 
Great-West and $548 million common shares of Lifeco. The effective date of the acquisition was November 13, 1997 and 
the transaction was completed on December 28, 1997. The principal operations of LIG and its subsidiaries consist of 
individual insurance, group life and health insurance, reinsurance, property and casualty insurance, group and individual 
retirement products, segregated funds and mutual funds. The acquisition has been accounted for by the purchase 
method. Goodwill amounting to $1,707 million is being amortized over a period of 30 years. 

The results of the acquired businesses have been included in these financial statements from November 14, 1997. 
Estimated integration costs of $250 million associated with the acquisition have been included in the 1997 Consolidated 
Statements of Earnings. 

In addition to the above, Great-West acquired LIG’s segregated fund business with net assets of $4,600 million and 

mutual fund business with assets of $695 million at December 31, 1997. 
Corporation’s Interest in Lifeco OnNovember 19, 1997, the Corporation acquired 8,085,106 
(after giving effect to the two-for-one subdivision effective in 1998) common shares of Lifeco from treasury for a 
consideration of $133 million and Investors Group acquired 16,231,004 common shares of Lifeco from treasury for a 
consideration of $267 million. As a result of this private placement and of the common shares issued by Lifeco as a part 
of its acquisition of LIG, the Corporation recorded a dilution gain of $175 million in 1997. 
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The Corporation and its subsidiaries, in the normal course of managing exposure to fluctuations in interest rates, 
foreign exchange rates and market risks, are parties to various derivative financial instruments whose notional amount 
is not recorded on the balance sheet. 

The following table summarizes the portfolio of off-balance sheet financial instruments at December 31: 


(in millions of dollars) 


eam ae gl aa MAXIMUM nha 
1 YEAR OVER CREDIT FAIR 
OR TEES S 1-5 YEARS 5) YIE/A RS TOTAL RISK VALUE 
1998 
Interest rate contracts 526 2.0904 41 2,644 23 15 
Foreign currency 
contracts 226 Ta0is 484 1,813 oD (61) 
Equity index contracts Lom 32 105 304 67 ay) 
Purchased and 
written options 67 286 B00 6 (7) 
986 3,498 630 5,114 131 2 
1997 
Interest rate contracts 403 1,058 156 2 ALT 25 14 
Foreign currency 
contracts 425 {087 744 2 2.0i0 83 2 
Equity index contracts 50 170 87 OUT 40 40 
Purchased and 
written options TEA 242 Obs (2) 
949 Be O Sir 987 4,993 148 34 


The amount subject to credit risk is limited to the current market value of the instruments which are in a gain position. 
The maximum credit risk is presented without giving effect to any netting agreements or collateral arrangements and 
does not reflect actual or expected losses. The total estimated fair value represents the total amount that the Corporation 
and its subsidiaries would receive (or pay) to terminate all agreements at year-end. However, this does not represent 
a gain or loss to the Corporation as the hedged position is matched to certain of the Corporation’s assets and liabilities. 
All counterparties are highly rated financial institutions on a diversified basis. 


IS6e SS eEGMe ESNet ED eNO Re MEAN Ou 


In 1998, the Corporation adopted CICA Section 1701, Segment Disclosures which modifies the definition of a reportable 
segment. Under this new section, segments correspond to the Corporation's organization structure. 

The following strategic business units constitute the Corporation’s reportable operating segments: 

Investors Group Inc. offers a comprehensive package of financial planning services and investment products to its 
client base. Investors Group derives its revenues from a range of sources, but primarily from management fees which 
are charged to its proprietary group of mutual funds for investment advisory and management services. Investors 
Group also earns revenue from fees charged to its mutual funds for administrative services. 

Great-West Lifeco Inc. offers through Great-West and LIG in Canada and GWL&A in the United States, a wide 
range of life insurance, health insurance, retirement and investment products, as well as reinsurance and specialty gen- 
eral insurance products to individuals, businesses and other private and public organizations. 
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16. SEGMENTED INFORMATION continueo) 


Parjointco N.V. holds a 54.7% equity interest in Pargesa Holding S.A., a holding company which holds diversified 
interests in a limited number of major communications, industrial, energy, utility and food companies, based in Europe. 

Other includes revenues from non-strategic investments, gains and losses related to the holding of strategic assets 
and other head office activities as well as consolidation adjustments. 

The accounting policies of the operating segments are the same as those described in the summary of significant 
accounting policies. The Corporation evaluates the performance based on stand-alone operating segment net earnings 
adjusted, for example, for specific items arising from the consolidation process. Revenues and assets are attributed to 
geographic areas based on the point of origin of revenues and the location of assets. 


Information on Profit Measure 


December 31, 1998 (in millions of dollars) 


MW E(Gie) INVESTORS PARJOINTCO OTHER TOTAL 
Revenues 
Premium income iS) ih eho i 
Net investment income hy O16) 119 Bi Ol 2 
Fee income 1,003 855 1,858 
8), NG) 974 Bll 14 7O 1 
Expenses 
Insurance claims 10,680 10,680 
Commissions, other 
operating expenses 2,134 605 30 2,169 
Interest expense 45 43 88 
12,814 650 ee ROC 
942 324 (36) 1, 230 
Share of earnings of affiliate 46 46 
Other income — net 174 (1) 173 
Earnings before non-controlling 
interests 942 324 220 (CIC) 1,449 
Income taxes 361 136 (14) 483 
Non-controlling interests 245 56 (13) 288 
Contribution to consolidated net earnings Broo) (Low 220 (10) 678 


Information on Asset Measure 


Total assets DAG Zo 1,799 1) 227A) 269 DoMUn 
Assets under administration Meh TG) 36,064 64,832 
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Information on Profit Measure 


December 31, 1997 (in millions of dollars) 


_LIFECO “INVESTORS _ PARJOINTCO “OTHER : TOTAL 
Revenues 
Premium income 4,987 4,587 
Net investment income 2, 18 126 24 2,000 
Fee income ele 08 726 1,429 
71,475 852 24 8,051 
Expenses 
Insurance claims Sule: Dy hoo 
Commissions, other 
operating expenses hae 548 if, iow 
Interest expense ee 59 Re ne 20 To 
6,950 603 AT 7,600 
S20) 249 (2:3) (aera 
Share of earnings of affiliate 43 43 
Other income — net (250) 113 162 20 
Earnings before non-controlling 
interests 29 249 156 139 819 
Income taxes OTE 102 (Glee) 114 
Non-controlling interests 04 47 1 102 
Contribution to consolidated net earnings 194 100 156 153 603 


Information on Asset Measure 
Total assets 52,044 (I TAGS 892 291 54,992 
Assets under administration DOR B22 40 Hip Oba 
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Geographic Information 


As at December 31 (in millions of dollars) 


1998 

Revenues 

Goodwill 

Total assets 

Assets under administration 


As at December 31 


1997 
Revenues 


Goodwill 
Total assets 
Assets under administration 


Wi « 


CANADA 


9,756 
1,680 
34,546 
49,397 


CANADA 


4,394 
i; LD 
33,437 
44,442 


SEGMENTED INFORMATION (CONTINUED) 


UNITED STATES 


Ded 


2o,247 
15,435 


UNITED STATES 


3,957 


20,663 
i139 


EUROPE 


1,240 


EUROPE 


PATR VALU BOR SE EIN AUN CAA LN St RoUSMeE NEES 
AND RISK MANAGEMENT 


14, 
t 
58, 
64, 


TOTAL 


767 
680 
033 
832 


TOTAL 


The following table presents the fair value of on and off balance sheet financial instruments using the valuation 
methods and assumptions described below. Fair value represents the amount that would be exchanged in an arm’s 
length transaction between willing parties and best evidenced by a quoted market price, if one exists. Fair values are 
management's estimates and are generally calculated using market conditions at a specific point in time and may not reflect 
future fair values. The calculations are subjective in nature, involve uncertainties and matters of significant judgment. 
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AND RISK MANAGEMENT continuep) 


(in millions of dollars) __ 1998 a f= 2 ete 1 997 
EXCESS OF EXCESS OF 
FAIR VALUE FAIR VALUE 
BOOK FAIR OVER BOOK FAIR OVER 
VALUE _VALUE Pam BOOK VALUE _VALUE a _VALUE BOOK VALUE 
Assets 
Cash and temporary 
investments 1,670 1,670 We sdyel dare eat Gel 
Investments 49.060 Sderot DAO ial 47.136 49,437 1,701 
Other asselS 4,531 29 4,548 ie 17 Z Del 2,968 11 
Total financial assets pipe On D049 2,088 See AL Do, 982 112 
Non-financial assets 2,772 = : De te. 
Total assets _ Lie 58,033 54.992 
Liabilities 
Policy liabilities 44,690 46,666 1,976 41.892 44.338 2,446 
Deposits and certificates vl2 383 11 488 305 17 
Long-term debt 837 884 47 979 1.042 63 
Other liabilities a 4,403) 4,405 st 4.785 Pad 4,785 sae 
Total financial 
liabilities 50,304 DOG 2,034 48,144 50.670 en Dis 
Non-financial 
liabilities 107; fi © aes ' 
Total liabilities ea 50,411 48.240 
Off-balance sheet 
financial instruments 
(Note 15) 2 34 


Fair value is determined using the following methods and assumptions: 

The fair value of temporary financial instruments is assumed to be equal to book value due to their short-term matu- 
rities. These include cash and temporary investments, dividends and interest receivable, and premiums in the course 
of collection. 

Shares and bonds are valued at quoted market prices, when available. When a quoted market price is not readily 
available, alternative valuation methods may be used. Mortgage loans are determined by discounting the expected 
future cash flows at market interest rates for loans with similar credit risk. Market values for real estate are determined 
based on a combination of the most recent appraisal and current market data available. 
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17. FAIR VALUE OF FINANCIAL INSTRUMENTS 
AUN DR TSK McA N ANG IEIM BN T cconqane) 

The fair value of policy liabilities is based on the fair value of the assets of Great-West supporting them. 

Deposit liabilities are determined by discounting the contractual cash flows using market interest rates currently 
offered for deposits with similar terms and credit risks. 

Long-term debt is determined by reference to current market prices for debt with similar terms and risks. 

The fair value of other liabilities is assumed to be equal to book value. 

Off balance sheet financial instruments are based on quoted market prices, where available, prevailing market rates 
for instruments with similar characteristics and maturities, or net present value analysis. 


Interest Rate Risk Interest rate risk is managed by effectively matching portfolio investments with 
liability characteristics. Hedging instruments are employed where necessary when there is a lack of suitable permanent 
investments to minimize loss exposure to interest rate changes. For Great-West, the valuation interest rate assumes a 
declining investment yield in order to incorporate reinvestment risk in the actuarial valuation. 


Credit Risk Credit risk is managed through an emphasis of quality in the investment portfolio and by 
maintenance of issuer, industry and geographic diversification standards. For Great-West, projected investment returns 
are reduced to provide for future credit losses on currently held assets. 


Reinsurance Risk of Great-West Large amount claim risk for life and health insurance and prop- 
erty and casualty insurance is controlled by having reinsurance in place for claims over specified maximum benefit amounts 
(which vary by line of business) and by having catastrophic accident coverage in place covering up to $200 million of claims 
from a single event. 

Reinsurance contracts do not relieve Great-West from its obligations to policyholders. Failure of reinsurers to 
honour their obligations could result in losses to Great-West. Consequently, allowances are established for amounts deemed 
uncollectible. Great-West evaluates the financial condition of its reinsurers and monitors concentrations of credit risk 
arising from similar geographic regions, activities, or economic characteristics of the reinsurers to minimize its 
exposure to significant losses from reinsurer insolvencies. 

As a result of reinsurance, actuarial liabilities have been reduced by $523 million (1997 — $425 million). 


Foreign Exchange Risk If the assets backing actuarial liabilities and other activities are not matched 
by currency, changes in foreign exchange rates can expose the Corporation and its subsidiaries to the risk of foreign 
exchange losses not offset by liability decreases. 

Foreign exchange risk is managed whenever possible by matching assets with related liabilities by currency and 
through the use of derivative instruments such as forward contracts and cross-currency swaps. These financial instru- 
ments allow the Corporation and its subsidiaries to modify an asset position to more closely match actual or committed 
liability currency. 

The Corporation itself may have an exposure to foreign currency fluctuations on its foreign currency denominated 
cash and temporary investments. Such foreign currency fluctuations and changes in the average yield would continue 
to affect the Corporation's income from investments. 

Liquidity Ris k Liquidity risk is the risk that the Corporation will have difficulty raising funds to meet com- 
mitments. The liquidity needs of the Corporation and its subsidiaries are closely managed through cash flow matching 
of assets and liabilities and forecasting earned and required yields, to ensure consistency between liability requirements 
and the yield of assets. Over 60% of policy liabilities are non-cashable prior to maturity, or subject to market value adjust- 


ments or withdrawal penalties. 

Sensitivity of Actuarial Assumpt ions The actuarial assumption most susceptible to change in 
the short term is future investment returns. Based on the projected cash flows of Great-West as of December 31, 1998, 
the approximate after-tax impact of an immediate 1% increase in the general level of interest rates applied to 
actuarial liabilities and associated assets would be to increase the fair value of Great-West’s surplus by $14 million. The 
impact of an immediate 1% decrease would be to decrease the fair value of its surplus by $57 million. 
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Great-West provides insurance benefits to corporations within the Power Financial group of companies. In all cases, 
transactions are made in the normal course of business and at market prices. In addition Investors Group distributes 
life insurance and disability insurance products of Great-West. 


LOR CLO UNS E NE Gs EN eas Blea aera S 


The Corporation's subsidiaries, LIG, London Life and Great-West, are subject to individual legal actions arising in the 
ordinary course of business. These legal actions are not expected to have a material adverse effect on the consoli- 
dated financial position of the Corporation. 

In addition, there are three proposed class actions commenced against Great-West (one in British Columbia, one 
in Ontario and one in Québec) related to the availability of policy dividends to pay future premiums. The courts have not 
yet decided whether any of these actions is appropriate for certification as a class action. These actions are in their early 
stages and it is difficult to predict their outcome with certainty. However, based on information presently known, it is 
not expected that these actions will have a material adverse effect on the consolidated financial position of the 
Corporation. 


PO, SOW INI BOOM IS Sw 19 


The Year 2000 Issue arises because many computerized systems use two digits rather than four to identify a year. 
Date-sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in errors when information 
using year 2000 dates is processed. In addition, similar problems may arise in some systems which use certain dates 
in 1999 to represent something other than a date. The effects of the Year 2000 Issue may be experienced before, on, or 
after January 1, 2000, and, if not addressed, the impact on operations and financial reporting may range from minor errors 
to significant systems failure which could affect the Corporation’s ability to conduct normal business operations. It is not 
possible to be certain that all aspects of the Year 2000 Issue affecting the Corporation, including those related tc the efforts 
of customers, suppliers, or other third parties, will be fully resolved. 


AUDITORS’ REPORT 
TO THE SHAREHOLDERS OF POWER FINANCIAL CORPORATION 


We have audited the consolidated balance sheets of Power Financial Corporation as at December 31, 1998 and 1997 and 
the consolidated statements of earnings, retained earnings and changes in financial position for the years then ended. 
These financial statements are the responsibility of the Corporation’s management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that 
we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the finan- 
cial statements. An audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position 
of the Corporation as at December 31, 1998 and 1997, and the results of its operations and the changes in its financial 
position for the years then ended in accordance with generally accepted accounting principles. 


Montréal, Québec Deloitte & Touche LLP 
April 9, 1999 


POWER FINANCIAL CORPORATION 
FIVE-YEAR STATISTICAL SUMMARY 


December 31 1998 L997 Lo6 : 1995 
(in millions of dollars) 


Consolidated Balance Sheets 
Cash and temporary 


investments 1,670 do Cal 946 741 
Consolidated assets 58,033 54,992 31,289 30,688 
Shareholders equity Alene 3,480 OMB, 2 AD 
Consolidated assets and 

assets under administration E2256 010 110,638 69,5438 60,214 
Consolidated Statements of Earnings 
Revenues 

Premium income Oi23 0 4,081 Oy Dice 3,183 

Investment income DO 42 20:30 2,148 2g OA 

Fee income 1,898 LZ alee 960 
Expenses 

Paid or credited 

to policyholders 10,680 Dt aie 4,614 4,885 
Operating expenses 2,4 OO | 0 2 1,465 1,346 
Interest 88 HGS) 91 16 

1,230 You ay Dae 
Share of earnings of 

affiliate 46 43 50 49 
Other income — net 1738 2D BZ 6 
Income taxes 483 114 199 203 
Non-controlling interests 288 102 130 120 
Net earnings 678 603 B75 309 

(in dollars) 

Per Share 

Operating earnings 123% 1.02 0.95 0.84 
Net earnings 1287 (AO) 1.05 0.86 
Dividends 0.50 0.44 Ose7 OL82 
Book value at year-end 10.45 8.38 7.43 6.94 
Market Price 

High 6750 Oeil 12.88 Sion! 
Low PA ORAENS 12.00 8.00 6.82 


Year-end 34.00 20.00 22230 8.38 
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STATEMENT OF CORPORATE GOVERNANCE PRACTICES 


Power Financial Corporation believes in the importance of good corporate governance and 
the central role played by directors in the governance process. The Board of Directors recognizes the 
utility of sharing this belief with its shareholders, and takes this opportunity to expand on its philosophy 
and practices. 

Power Financial is an international management and holding company. Power Corporation 
of Canada has controlled Power Financial since it was organized in 1984, and indirectly holds 67.5 per 
cent of its outstanding common shares. Power Financial is not an operating company and over half of 
its interests are located outside Canada, specifically in the United States and Europe. These characteristics 
are important in any consideration of governance issues. 

There exist many models of corporate ownership and governance, from widely-held to closely-held 
companies, with boards composed largely of “related” directors and boards composed almost entirely 
of “unrelated” directors. It is our belief that no single corporate governance model is superior or appro- 
priate in all cases. 


The Board and Board Committees 


The directors supervise the management of the business and affairs of a corporation. In fulfilling that 
responsibility, the Power Financial Board appoints senior executive management, provides advice to 
management from time to time, and assesses the ongoing progress of the Corporation and its subsidiaries. 
The objective of the Directors in performing these functions is to enhance shareholder value while 
acting in the long-term best interests of the Corporation. 

A number of our Directors are active through committees of the Board. There are four such 
committees of Directors: the Executive Committee, the Audit Committee, the Compensation Committee 
and the Committee responsible for administering the Employee Stock Option Plan. Committee membership 
is shown on page 101 of this annual report. The Board has the authority to establish additional committees 
of Directors and to determine their roles and responsibilities. 

The Executive Committee meets when necessary in the interval between meetings of the full 
Board. It has all of the powers that, by law, may be delegated to it by the Board, but does not exercise 
those powers to make a significant decision that has not already been approved in principle by the full 
Board, except in a situation where immediate action is required. The activities and decisions of the 
Executive Committee are reported to the Board of Directors. 


In the performance of its functions, the Audit Committee reviews with the Corporation's auditors 
the audited financial statements and reviews financial information to be included in public disclosure 
documents. It also reviews the nature and scope of the annual audit plan and makes a recommendation 
to the Board regarding the appointment of auditors. The Committee communicates directly and, from time 
to time, meets privately with the Corporation’s auditors. 

The Compensation Committee reviews and establishes the compensation of certain executive 
officers. Its role is more fully described in the Corporation’s Management Proxy Circular. In the 
performance of its function, the Committee reviews the performance of the executive officers and of the 
Corporation as a whole. It reviews, from time to time, the Corporation’s compensation policy, its pension 
and retirement income policy and its benefits program. 

The Stock Option Plan Committee administers the Corporation’s Employee Stock Option Plan. 


Composition of the Board and 


Board Committees 


Nominees for election to the Board of Directors are chosen according to a variety of criteria including 
integrity and reputation, general knowledge and experience in a particular field of interest. We believe 
that a diversity of views and experiences enhances the ability of the Board, as a whole, to fulfill its respon- 
sibilities to the Corporation. Directors are not required to be specialists in the affairs of the Corporation 
or the industries in which it invests, but are expected to provide the Corporation with the benefit of their 
domestic or international business experience, their judgment and their vision. 

A majority of the Corporation’s 14 Directors are considered to be unrelated to Power Financial. 
In addition, a number of Directors are free from any interest in, or relationship with, either Power 
Financial or its controlling shareholder. In light of the obligations and duties falling upon directors, Power 
Financial does not believe that whether a director is related or unrelated is an essential criterion for 
effective board participation. All of the Corporation’s Directors, whether related or not, bring to the 
Corporation an interest in and knowledge of the affairs of the Corporation and its affiliated companies, 
which is a benefit to Power Financial and its shareholders. 

All of the members of the Audit Committee, the Compensation Committee and the Committee 
responsible for administering the Employee Stock Option Plan are non-management Directors. 


ANDRE BISSON, O.C.@) 
CORPORATE DIRECTOR 


JAMES W. BURNS, 0.C.()(4) 
DEPUTY CHAIRMAN, 
POWER CORPORATION 

OF CANADA 


ANDRE DESMARAIS“) 

DEPUTY CHAIRMAN OF THE CORPORATION 
AND PRESIDENT AND 
CO-CHIEF EXECUTIVE OFFICER, 
POWER CORPORATION 
OF CANADA 


PAUL DESMARAIS, P.C., €.€. MG) 4) 
CHAIRMAN OF THE 
EXECUTIVE COMMITTER, 
POWER CORPORATION 
OF CANADA 


PAUL DESMARAIS, JR.) 
CHAIRMAN OF THE 
CORPORATION AND CHAIRMAN 
AND CO-CHIEF EXECUTIVE OFFICER, 
POWER CORPORATION 
OF GANADA 


GERALD FRERE(}) 
MANAGING DIRECTOR, 
FRERE-BOURGEOIS S.A. 


ROBERT GRATTON(*) 
PRESIDENT AND GHIEF 
EXECUTIVE OFFICER 
OF THE CORPORATION 


OF DIRE GTO Rs 


AIMERY LANGLOIS-MEURINNE 
MANAGING DIRECTOR, 

PARGESA HOLDING S.A. 
MANAGING DIRECTOR, ORIOR HOLDING S.A. 
CHAIRMAN OF THE SUPERVISORY 
BOARD, IMBTAL S.A. 


THE RIGHT HONOURABLE 
DONALD F. MAZANKOWSKI, P.C.“) 
COMPANY DIRECTOR 


SYLVIA OSITRY, Ce.) 
DISTINGUISHED RESEARCH FELLOW, 
CENTRE FOR INTERNATIONAL STUDIES, 
UNIVERSITY OF TORONTO 


2s (VINCE NEE IPE SILI. Poo, Ga. 
VICE-CHAIRMAN, 
POWER CORPORATION 
OF CANADA 


MICHEL PLESSIS-BELAIR, FCA“) 
EXECUTIVE VICE-PRESIDENT AND CHIEF 
FINANCIAL OFFICER OF THE CORPORATION 
AND VICE-CHAIRMAN 
AND CHIEF FINANCIAL OFFICER, 
POWER CORPORATION OF CANADA 


RAYMOND ROYER, O.C., FCA(®)(3)(4) 
PRESIDENT AND CHIEF 
EXECUTIVE OFFICER, 

DOMTAR INC. 


GUY ST-GERMAIN, C.M.©) 
PRESIDENT, 
PLACEMENTS LAUGERMA INC. 


OFFICERS 


PAUL DESMARAIS, JR. 
CHAIRMAN 
OF THE BOARD 


ANDRE DESMARAIS 
DEPUTY CHAIRMAN 


EDWARD JOHNSON 
VICE-PRESIDENT, 
GENERAL COUNSEL 
AND SECRETARY 


DENIS LE VASSEUR, C.A. 
CONTROLLER 


(1) Member of the Executive Committee 


(3) Member of the Compensation Committee 


MICHEL PLESSIS-BELAIR, FCA 
EXECUTIVE VICE-PRESIDENT 
AND CHIEF FINANCIAL OFFICER 


MONIQUE LETOURNEAU, CFA 
TREASURER 


ROBERT GRATTON 
PRESIDENT AND 
CHIEF EXECUTIVE OFFICER 


ARNAUD VIAL 
SENIOR VICE-PRESIDENT, 
FINANCE 


JOIGIEIEY AN GISETEIBIN RIES GrvAls 


MANAGING DIRECTOR, 
POWER FINANCIAL EUROPE B.V. 


JEANNINE ROBITAILLE 
ASSISTANT SECRETARY 


(2) Member of the Audit Committee 


(4) Member of the Employee Stock Option Plan Committee 


CORPORATE INFORMATION 


Additional copies of this annual report, as well as copies of the annual reports of Great-West Lifeco Inc., The Great-West 
Life Assurance Company, London Insurance Group Inc., London Life Insurance Company, Investors Group Inc., and 
Pargesa Holding S.A. are available from: the Secretary, Power Financial Corporation, 751 Victoria Square, Montréal, 
Québec, Canada H2Y 2J3 or 1 Lombard Place, Suite 2600, Richardson Building, Winnipeg, Manitoba, Canada R38B OX5. 


Transter Agent and Rees ty ax 


Montreal Trust Company 
Place Montréal Trust, 1800 McGill College Avenue, 6th Floor, 
Montréal, Québec, Canada H8A 3K9, (514) 982-7555 
151 Front Street West, 8th Floor, Toronto, Ontario, Canada MdJ 2N1, (416) 981-9633 
221 Portage Avenue, Winnipeg, Manitoba, Canada R3B 2A6, (204) 943-0451 


S tock AE asitiinigis 


COMMON SHARES: 

The Montreal Exchange 

The Toronto Stock Exchange 
The Winnipeg Stock Exchange 


FIRST PREFERRED SHARES 
SERIES A: 


The Montreal Exchange 
The Toronto Stock Exchange 


FIRST PREFERRED SHARES 
SERIES CG: 


The Montreal Exchange 
The Toronto Stock Exchange 
The Winnipeg Stock Exchange 


FIRST PREFERRED SHARES 
SERIES B: 


The Montreal Exchange 
The Toronto Stock Exchange 
The Winnipeg Stock Exchange 


FIRST PREFERRED SHARES 
SERIES D: 


The Montreal Exchange 
The Toronto Stock Exchange 
The Winnipeg Stock Exchange 


Shareholders with questions relating to the payment of dividends, change of address and share certificates should 
contact the Transfer Agent. 


Si vous préférez recevoir ce rapport annuel en francais, 

veuillez vous adresser au secrétaire, 

Corporation Financiére Power, 

751, square Victoria, Montréal (Québec) Canada H2Y 2]3 ou 

1 Lombard Place, bureau 2600, Richardson Building, Winnipeg (Manitoba) Canada R3B OX5. 
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